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Selected Financial Fighlights
Main Street and Main Incorporated and Subsidiaries

(in thousands, except for per share amounts)

Fiscal Year Ended Dec. 30, Dec. 31, Dec. 25, Dec. 27, Dec. 28,
2002 2001 2000 929 1998
Operations Data:
Revenue $220,151 $211,823 $186,542 § 140,294 $ 114242
Operating income {loss) (3,318) 3,069 7,548 3,792 6,383
Income (loss) before income taxes (7,268) (756) 3,528 1,188 4,165
Net income (loss) /(2 (8,577) (111) 3,678 870 4,165
Diluted earnings per share:
Net income (loss)(% {0.61) (0.01) 0.33 0.6% 0.39
Weighted average shares
outstanding — diluted 14,105 14,048 11,117 10,407 10,608
Balance Sheet Date:
Working capital (deficiency) $ (15,028) S (7,987) § (7,692) § (16,652) S (2,807)
Total assets 112,395 112,462 108,261 86,525 70,255
Long-term debt,
net of current portion 51,998 47,232 44,395 31,513 28,264
Stockholders’ equity 29610 40,207 40,499 27,383 26,372

(1) Fiscal 2000 and 2002 includes a charge of $16,000 and $46,000, respectively, for early extinguishment of debt.
(2) Fiscal 1999 includes a charge of $168,000, or $0.02 per share, due to the cumulative effect of change in accounting principle

related to the adoption of SOP 98-5.
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CORPORATE | PROFILE AND MISSION ~

Main Street and Main Incorporated is the world’s largest franchisee of
T.G.I1. Friday’s restaurants, currently operating 59 T.G.I. Friday’s restaurants
and holding development rights in the states of Arizona, California, Nevada
and New Mexico, plus the metropolitan area of Kansas City, Missouri. In
addition, the Company operates one Alice Cooper’stown restaurant under
license agreement in Cleveland, Ohio.

The Company also owns the concepts and rights to the Bamboo Club and
Redfish Seafood Grill and Bar restaurant brands, currently operating nine
Bamboo Club and five Redfish restaurants.

OUR MISSION is to be a high performance vestanrant company known
for our commitment to developing employees and creating memorable
moments fov every guest. '

Main Street and Main Restaurants
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LETTERTO

OUR STOEKHOLE

“We are a sales
and marvketing
company, and
everyone at
Main Street and
Main wnder-
stands that his

or her job is all

about sales.”

L3 Dear Fellow Stockholders:

As we close the book on 2002, we realize it was
quite a ride... A rollercoaster ride! As everyone
painfully remembers, the disastrous and tragic
events of September 11, 2001, coupled with the
weak national economy left us with a terrible
fourth quarter of 2001. And the disappointment
and caution continued into January of 2002.
However, beginning in February, and continuing
through May, the Main Street team achieved a
number of financial and operational goals. We
generated same store sales increases of 2.4% and
solid earnings during this pertod reflecting what
seemed to be a resilient consumer. Our successful
efforts increased our store base to 75 by the mid-
dle of 2002, including four new Bamboo Clubs
and a new California Friday’s. Our first and
second quarter of 2002 yielded record revenues
and strong profitability.

In early 2002, Corporate Friday’s replaced
its advertising agency and re-energized its nation-
al media program. The new ad campaign and
renewed consumer confidence (or so it seemed
at the time) helped us overcome some expense
challenges of higher minimum wages in
California and ever increasing benefit expenses
such as workers compensation and health care
insurance costs. However, with record financial
results in the first quarter, we continued to be
generally optimistic about our brand building
efforts, the improving economy and the strength
of consumer confidence.

Our rollercoaster ride crested as we moved
into the second half of 2002... And headed
straight downhill. A broad-based and protracted
economic slump hit our core markets of Arizona,

California and Florida. Friday’s national advertis-

Friday’s new Double-glazed

Ribs and Chicken, to be introduced
in May of 2003 at Main Street's
fifth annual Ultimate Summer

Promotion.

ing program was not as effective as we hoped,
and our competition stiffened. Unfortunately, the
economy remained sluggish, our sales were down
from the prior vear, we lost substantial money in
cach of the third and fourth quarters and, addi-
tionally, recorded significant asset write-downs,

We tried to remain committed to our new
store growth, especially in our Bamboo Club
brand. As most of you know, construction com-
mitments must be made nearly a year ahead of
the store opening. We opened our Bamboo Club
in King of Prussia, Pennsylvania, and had commit-
ments for seven more Bamboo Club restaurants
throughout the remainder of 2002 and into
2003. However, it finally became clear that we
were in for a longer slump as geopolitical events
in the Middle East increased the uncertainty
of the future.

As a result, we embarked upon some aggres-

sive measures to ensure our long term success:

1. We reviewed our operating measures and

focused on profitability for each brand.

2. We began discussions with all of our banks
and debt holders to negotiate modifications to
our debt covenants reflecting new cash forecasts
and the operating performance of today’s

cconomy.

3. We carefully evaluated financial performance
of each of our stores and recorded appropriate
and adequate asset write downs where there was

doubt about our ability to recover our investment.




4. We needed to preserve our cash and limit
the addition of new debt, so we dramatically

reduced our new store development activities.
We began negotiations to defer or terminate five
Bamboo Club leases where we have not yet built

the restaurant.

5. Finally, we worked extensively and actively
with our Corporate Friday’s advertising program
to strengthen our presence in key markets and
deliver a position statement to our core customer

and our employees... “Let Friday’s be Friday’s™.

Doo

This past year has been a difficult yvear for
business in general and for many companies in
the restaurant industry. Our core group of dedi-
cated employees at the restaurant level, at the
field supervisory level and at corporate make up
the backbone of this organization. They have
responded admirably to our tough challenges this
past year and remain passionately committed to
our organization. Their dedication, support and
continued focus has been and will be the way
back to disciplined growth and profitability. All of
us are proud of the contributions our employees
continue to make.

We are a sales and marketing company, and
everyone at Main Street and Main understands
that his or her job is all about sales. For all four
of our restaurant concepts, we will continue to
invest in and emphasize revenue growth. To that
end, we are increasing our advertsing and market-
ing expenditures during 2003 in key markets for
all of our brands, both as an actve participant in
corporate Friday’s national television campaign as
well as with our own, unique marketing programs.

As we look toward 2003, we have limited
our new store growth until we have greater clarity
about the broader impact of geopolitical issues
and improvement in the general economic envi-
ronment. Our current plans call for opening three

new Bamboo Clubs. (Already open through

April, 2003 are Aventura Mall in Miami, and
another in Novi, Michigan, and one in Desert
Ridge Mall, Phoenix, is slated for the remainder
of 2003.) We also plan to open one Friday’s,
also in Desert Ridge. We will continue to invest
in the future.

We believe that we are headed in the right

direction and that we are fully capable of deliver-
ing on our operational and financial goals. We are

optimistic that the economy will rebound over

the next year and that we will be in position to

drive improved profitability and investor returns.

Sincerely,

B o |

BART A. BROWN, JR.
Chief Executive Officer

WILLIAM G. SHRADER
President and Chief Operating Officer

The Tempe, Arizona

Bamboo Club, opened
in November of 2001,
is representative of the
memorable Asian Rim
fine dining experience
offered by each of

this growing brand’s

locations.



MAIN STREET

Bamboo Club’s Selected
Comse is a popular mix

of Asian delicacies.

Stuffed Potato Skins is
a long-time favorite of

T.G.. Friday’s regulars.

Pasta with Shrimp is a
taste of New Orleans,
Redfish style.

[J The Bamboo Club is the focus of our
future growth. Starting with two acquired restau-
rants in Phoenix, Arizona, we now boast of nine
great locations.

With its sophisticated ambiance and dynamic
cuisine, the Bamboo Club attracts acclaim, excite-
ment and upscale dining at each of its beautiful
locations. This Pacific Rim restaurant, currently
expanding to other parts of the United States,
features a diverse selection of entrees, tropical
libations, and an international array of beers and
extensive selection of fine wines. The memorable
menu selections are drawn from exotic locales like
Bangkok, Canton, Hong Kong, Singapore and
Seoul. Though each restaurant differs somewhat
in look and feel, all serve the same irresistible
menu favorites amid a dramatic setting enhanced
by bamboo sculptures, hand painted murals,
candles and lush foliage.

[0 T.G.l Friday’s represents our core brand
of our impressive and diverse portfolio. The
Company is the world’s largest franchisee of
Friday’s and we currently operate 59 restaurants
in Arizona, California, New Mexico, Nevada and
Kansas City. Friday’s restaurants are full-service
dining establishments offering freshly-prepared,
popular dishes and beverages. One of the premier
and most trusted brands in the United States,
we offer upbeat service provided by a friendly,
well-trained staft in a relaxed and casual setting.

[J Redfish Seafood Grill and Bar, an
authentically New Orleans French Quarter-
themed restaurant, has five locations in Chicago,
Denver, Cincinnati, Scottsdale and Chandler,
Arizona, Redfish is an upscale casual dining
destination featuring full-service offerings includ-
ing a broad selection of Creole and Cajun dishes,
traditional favorites and distinctive fresh seafood
specials. Redfish restaurants take our guest on

a journey to New Orleans’ French Quarter with
its Voodoo Lounge which features live music and
exciting entertainment in the evenings.
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Statement Regarding Forward-Looking Statements

The statements contained in this Report on Form 10-K that are not purely historical are forward-looking statements
within the meaning of applicable securities laws. Forward-looking statements include statements regarding our
"expectations," "anticipation,” "intentions," "beliefs," or "strategies" regarding the future. Forward-looking
statements also include statements regarding revenue, margins, expenses, and earnings analysis for fiscal 2003 and
thereafter; future restaurant operations and new restaurant acquisitions or development; the restaurant industry in
general; and liquidity and anticipated cash needs and availability. All forward-looking statements included in this
Report are based on information available to us as of the filing date of this Report, and we assume no obligation to
update any such forward-looking statements. Our actual results could differ materially from the forward-looking
Statements in this Report. A variety of factors could cause our actual results to differ materially from the forward-
looking statements, including the factors discussed in Item 1, "Business — Special Considerations.”



PARTI

ITEM 1. BUSINESS

We are the world's largest franchisee of T.G.I. Friday's restaurants, currently owning 56 and managing four
T.G.1. Friday's restaurants. In addition, at the end of 2002, we owned and operated eight Bamboo Club restaurants
and we opened a ninth in January of 2003, in Aventura (North Miami), Florida. We currently have two Bamboo
Club restaurants under construction, one in Novi (Detroit), Michigan and one in Desert Ridge Mall (North Phoenix),
Arizona; both are scheduled to open in 2003. We will also open one T.G.1. Friday’s restaurant in Desert Ridge Mall,
Arizona scheduled for the second quarter of 2003. We also own five Redfish Seafood Grill and Bar restaurants. On
April 1, 2002, we opened an Alice Cooper’stown restaurant in Cleveland, Ohio, pursuant to a license agreement we
entered into with Celebrity Restaurants, L.L.C., the owner of the exclusive rights to operate Alice Cooper’stown
restaurants and which operates one such restaurant in Phoenix, Arizona.

T.G.I. Friday's restaurants are full-service, casual dining establishments featuring a wide selection of
freshly prepared, popular foods and beverages served by well-trained, friendly employees in relaxed settings.
Bamboo Club restaurants are full-service, fine dining, upscale restaurants that feature an extensive and diverse menu
of innovative and tantalizing Pacific Rim cuisine. Redfish Seafood Grill and Bar restaurants are full-service, casual
dining restaurants that feature a broad selection of New Orleans style fresh seafood, Creole and seafood cuisine, and
traditional southern dishes, as well as a "Voodoo" style lounge, all under one roof. Alice Cooper’stown restaurants
are rock and roll and sports themed restaurant and feature a connection to the music celebrity Alice Cooper.

We own the exclusive rights to develop additional T.G.1. Friday's restaurants in several territories in the
western United States. We have co-development privileges with Carlson Restaurants Worldwide to develop
additional T.G.I. Friday's restaurants in California. We own the Bamboo Club and Redfish brands. Our strategy is
to

e  capitalize on the brand-name recognition and goodwill associated with T.G.1. Friday's restaurants;
e expand our restaurant operations through
- the development of additional T.G.I. Friday's restaurants in our existing development territories,

- the development of additional Bamboo Club restaurants throughout the United States, and

- the possible acquisition or development of restaurants operating under other restaurant concepts;
and

e improve our profitability by continuing to enhance the dining experience of our guests and improving
operating efficiency at all of our restaurant brands.

We may explore opportunities to franchise Bamboo Club and Redfish concepts to third parties in the future.

We were incorporated in December 1988. We maintain our principal executive offices at 5050 North 40th
Street, Suite 200, Phoenix, Arizona 85018, and our telephone number is (602) 852-9000. Our Web site, which is not
a part of this Report, is located at www.mainandmain.com. Our current periodic and annual reports are available
free of charge on our Web site as soon as reasonably practicable after such material is electronically filed with the
Securities and Exchange Commission. As used in this Report, the terms "we," "our,” "us,” the “Company” or "Main
Street" refers to Main Street and Main Incorporated and its subsidiaries and operating divisions.

Qur Business
Our T.G.IL. Friday's Restaurants
The T.G.1. Friday's Concept

The T.G.L. Friday's concept is franchised by Carlson Restaurants Worldwide, Inc. (formerly TGI Friday's
Inc.), a wholly owned subsidiary of Carlson Companies Inc., which is a diversified company with business interests
in the restaurant and hospitality industries. The first T.G.I. Friday's restaurant was opened in 1965 in New York
City. Carlson Restaurants Worldwide, Inc. and its predecessors, has conducted a business since 1972 that is
substantially similar to the business currently conducted by its franchisees. As of December 30, 2002, Carlson



Restaurants Worldwide had 245 franchisor-operated and 277 franchised T.G.I. Friday's restaurants operating
worldwide. During 2002, Carlson Restaurants Worldwide sold most of its holdings of our common stock, which
amounted to approximately 1.8% of our outstanding common stock, retaining 53,016 shares, or approximately
0.038% of our outstanding common stock. Holders of our common stock do not have any financial interest in
Carlson Restaurants Worldwide, and Carlson Restaurants Worldwide has no responsibility for the contents of this
report.

T.G.I. Friday's restaurants are full-service, casual dining establishments featuring a wide selection of high-
quality, freshly prepared popular foods and beverages, including a number of innovative and distinctive menu items,
such as menu items featuring "Jack Daniel's" sauces. The restaurants feature quick, efficient, and friendly table
service designed to minimize customer-waiting time and facilitate table turnover. Our restaurants generally are open
seven days a week between the hours of approximately 11:00 a.m. and 1:00 am. During 2002 we started
experimenting with “curbside service”. The first location to have this service was in Chandler, Arizona and we plan
to use the same concept in the Desert Ridge location. We believe that the design and operational consistency of all
T.G.1 Friday's restaurants enable us to benefit significantly from the name recognition and goodwill associated with
T.G.L Friday's restaurants.

Menu

We attempt to capitalize on the innovative and distinctive menu items that have been an important attribute
of T.G.1. Friday's restaurants. The menu consists of more than 85 food items, including

o  appetizers, such as buffalo wings, stuffed potato skins, quesadillas, spinach dip, cheese sticks, and pot
stickers;
® a variety of soups, salads, sandwiches, burgers, and pasta;
e  southwestern, oriental, and American specialty items;
© beef, seafood, and chicken entrees, including Jack Daniels™ grill items;
e achildren’s menu; and
¢ desserts.
Beverages include a full bar featuring wines, beers, classic and specialty cocktails, after dinner drinks, soft drinks,

milk, milk shakes, malts, hot chocolate, coffee, tea, frozen fruit drinks known as Friday's Smoothies™, and
sparkling fruit juice combinations known as Friday's Flings®.

Menu prices range from $9 to $20 for beef, chicken, and seafood entrees; $9 to $13 for pasta and oriental
and southwestern specialty items; $4 to $9 for salads, sandwiches, and burgers; and $6 to $13 for appetizers and
soups. Each restaurant offers a separate children's menu with food entrees ranging from $2 to $3. Alcoholic
beverage sales currently account for approximately 24% of total revenue.

Restaurant Layout

Each of our T.G.1. Friday's restaurants is similar in terms of exterior and interior design. Each restaurant
features a distinctive decor accented by red-and-white striped awnings, brass railings, stained glass, and eclectic
memorabilia. Each restaurant has interior dining areas and bar seating.

Most of our T.G.I. Friday's restaurants are located in freestanding buildings. These restaurants normally
contain between 5,500 and 9,000 square feet of space and average approximately 7,500 square feet. Most of our
recently developed restaurants, however, contain 5,800 to 6,500 square feet of space. Our T.G.IL. Friday's restaurants
contain an average of 60 dining tables, seating an average of 210 guests, and a bar area seating an average of
approximately 30 additional guests.

Unit Economics

We estimate that our total cost of opening a new T.G.l. Friday's restaurant currently ranges from
$2,475,000 to $2,825,000, exclusive of annual operating expenses and assuming that we obtain the underlying real



estate under a lease arrangement. These costs include approximately (a) $1,650,000 to $2,000,000 for building,
improvements, and permits, including liquor licenses, (b) $600,000 for fumniture, fixtures, and equipment, (c)
$175,000 in pre-opening expenses, including hiring expenses, wages for managers and hourly employees, and
supplies, and (d) $50,000 for the initial franchise fee. Actual costs, however, may vary significantly depending upon
a variety of factors, including the site and size of the restaurant and conditions in the local real estate and
employment markets. Our T.G.I. Friday's restaurants open during all of fiscal 2002 generated an average of
approximately $3,383,000 in annual revenue.

Qur Bamboo Club Restaurants
The Bamboo Club Concept

Bamboo Club restaurants are full-service, fine dining restaurants that feature an extensive and diverse menu
of innovative and tantalizing Pacific Rim cuisine. Bamboo Club restaurants use fresh ingredients and premium
herbs and spices in creative combinations to serve high-quality food and beverages that deliver a unique
combination of delicious taste, eye-appealing color, appetizing aroma, and delightful texture. The entire Bamboo
Club concept has been designed to deliver a consistent and enjoyable dining experience to each guest in an elegant,
upscale atmosphere. The restaurants feature a modern décor that provides a dramatic yet comfortable impression,
with food and beverages prepared and served by a highly trained and skilled staff.

Bamboo Club restaurants are open for lunch and dinner, with hours between 11:00 a.m. to 11:00 p.m.
Monday through Thursday, 11:00 a.m. to midnight on Friday and Saturday, and 11:00 a.m. to 10:00 p.m. on
Sunday. The kitchen remains open until 11:00 p.m. Monday through Thursday and until midnight on Friday and
Saturday to accommodate guests who prefer to dine late. Bamboo Club restaurants take reservations and can serve
large parties or groups.

Menu

Bamboo Club restaurants feature a menu of more than 80 items inspired by the diverse and exotic cuisines
found in locations such as Bangkok, Canton, Singapore, Seoul, Hong Kong, Indonesia, Hawaii, and other Pacific
Rim cities and provinces. Each Bamboo Club restaurant also features a full-service bar that serves a variety of
popular drinks and liquors, such as martinis and tropical drinks, as well as traditional mixed beverages, fine wines, a
wide selection of popular Asian and domestic beers, and fine cigars.

Menu prices range from $6 to $10 for salads; $5 to $16 for appetizers; and $9 to $29 for entrees. The
average guest check is approximately $20-$22 per person. Alcoholic beverage sales account for approximately 23%
of total revenue. Take-out orders represent approximately 4-5% of total revenue. In addition, sales through a third-
party delivery service in Phoenix, Arizona, represent approximately 3% of total Phoenix revenue.

Restaurant Layout and Staffing

Bamboo Club restaurants have been designed to create a dramatic impression in an atmosphere that is both
spacious and intimate. The restaurants' décor features artful lighting, dramatic murals, an eclectic mix of
background music, and a general color theme of black, copper, and bamboo to create a “hip," exotic feeling of
warmth and color.

The restaurants also feature an “exhibition kitchen" adjacent to the seating area, where diners can watch
highly skilled wok chefs prepare and serve the restaurants’ appetizers and entrees. Most dishes are prepared and
served within five to ten minutes from the time when the order is placed.

The eight Bamboo Club restaurants are located in high-traffic retail shopping environments. Each
restaurant contains approximately 6,500 square feet of space in leased facilities, excluding patio areas. Each of
these restaurants feature indoor seating and bar area seating for a total of approximately 200 guests, which does not
include outdoor patio seating at some locations.

Bamboo Club restaurants have developed an extensive program to train and motivate restaurant employees.
The Bamboo Club serving staff are professional, friendly, highly skilled, and knowledgeable about the restaurant's
cuisine and menu selections. Servers are trained to make suggestions or recommendations for new or different




menu items or combinations that patrons might try, which helps each guest to enjoy a memorable dining experience.
We have developed a prototype for use in developing inline Bamboo Club restaurants. We plan to use this
prototype whenever possible in order to standardize the construction process and to reduce costs. We originally
acquired the two operating Bamboo Club restaurants in Phoenix and Scottsdale, Arizona, and since have opened a
total of seven more Bamboo Club restaurants, one each in Wellington, Tampa, and Aventura, Florida; one each in
Tempe and Tucson, Arizona; one in Newport, Kentucky; and one in King of Prussia, Pennsylvania. We plan to open
a Bamboo Club restaurant in Novi, Michigan, and a freestanding Bamboo Club location in Phoenix, Arizona (Desert
Ridge Mall), which is scheduled to open in the third quarter of 2003.

Unit Economics

After opening seven Bamboo Club restaurants, our total cost of opening a new location ranges between
$1,625,000 and $1,800,000, exclusive of annual operating expenses. These costs included approximately (a)
$900,000 to $1,000,000, net of a reduction for landlord's contribution, for building improvements and permits,
including liquor licenses, (b) $550,000 to $600,000 for furniture, fixtures, and equipment, and (c) $175,000 to
$200,000 in pre-opening expenses, including hiring expenses, wages for managers and hourly employees, and
supplies. We are currently developing a freestanding Bamboo Club restaurant (Desert Ridge Mall in Phoenix,
Arizona) and anticipate that this cost will be substantially in excess of the preceding averages. Actual costs for
future openings may vary significantly, depending on a variety of factors.

In the fourth quarter of 2002, in response to the difficult and soft national economy, we decided (1) that we
would begin negotiations to terminate several existing leases or delay openings for Bamboo Club locations where
we have not yet built a restaurant (these sites included San Antonio and Fort Worth Texas; Columbus, Chio;
Raleigh-Durham, North Carolina; and Fairfax, Virginia), (ii) we would not renew leases for two California T.G. 1.
Friday’s restaurants whose lease terms expire in 2003, and (iii) we would perform recoverability tests for under-
performing restaurants and take asset impairment charges if necessary. The asset impairment and estimated lease
termination fees, recorded in the fourth quarter of 2002, were $6,337,000, including an allocation of $860,000 of
goodwill.

Our five Bamboo Club restaurants open during all of fiscal 2002, which consist of the two original
restaurants acquired, Tempe, Arizona, and West Palm and Tampa, Florida generated an average of approximately
$2.7 million in annual revenue.

Our Redfish Seafoed Grill and Bar Restaurants
The Redfish Concept

Redfish Seafood Grill and Bar restaurants are full-service, casual dining restaurants that feature a broad
selection of New Orleans style fresh seafood, Creole and seafood cuisine, and traditional southern dishes, as well as
a "Voodoo" style lounge, all under one roof. The restaurants offer unique, freshly prepared food that is served
quickly and efficiently in a fun-filled New Orleans atmosphere. Each Redfish restaurant’s Voodoo lounge features a
unique atmosphere decorated with an eclectic collection of authentic New Orleans artifacts, signs, and antiques.
Some locations have local bands and, occasionally, national touring acts present live rhythm and blues music on
weekends. Redfish restaurants are open for lunch and dinner seven days a week, although our Denver restaurant is
not open on Sundays. Hours of operation are usually from 11:00 a.m. until midnight Monday through Thursday and
11:00 a.m. until 2:00 a.m. on weekends.

Menu

We have developed a menu of more than 45 items for our Redfish restaurants. Signature dishes include
blackened redfish, Bourbon Street jambalaya, southern fried catfish, stuffed salmon, and crawfish etoufee. The
menu also features a selection of appetizers, including Looziana egg rolls, Maryland-style crab cakes, fried green
tomatoes, and crab & artichoke dip. Our Redfish menu also features a variety of fresh seafood, steaks, barbeque
ribs, delicious pastas, fresh seasonal salads, sandwiches, and tempting desserts, such as bananas foster, chocolate
bread pudding, and our signature key lime pie. The spacious Voodoo lounge offers a wide selection of the finest
beers on tap, a full wine list, and an extensive specialty drink list.




Menu prices range from $7.00 to $25.00 for an entrée and $5.00 to $11.00 for salads and appetizers.
Alcohol sales currently account for approximately 31% of total revenue.

Restaurant Layout

We developed the Redfish restaurant layout to provide a refined southern roadhouse atmosphere. Each of
our Redfish restaurants is decorated with nostalgic mementos of the South, together with decorative elements that
are derived from the individual restaurant's locale. The décor generally creates a tribute to the legends of American
music that created the blues, as well as to the regions that developed the classic Creole, Cajun, and American cuisine
served in our Redfish restaurants.

Most of our Redfish restaurants are located in high-traffic urban office environments. These restaurants
contain between 6,000 and 12,000 square feet of space and average approximately 8,500 square feet. Our Redfish
restaurants contain an average of 60 dining tables, seating an average of 250 guests, and a bar area seating an
average of approximately 25 additional guests. We have developed a prototype for use in developing Redfish
restaurants in the future. We constructed two restaurants using this prototype in Scottsdale and Chandler, Arizona.
We plan to use this prototype whenever possible in order to standardize the construction process and to reduce costs.
We do not currently plan to build any new Redfish restaurants in the foreseeable future.

Unit Economics

We estimate that our total cost of opening a new Redfish restaurant currently ranges from $2,400,000 to
$2,600,000, exclusive of annual operating expenses and assuming that we obtain the underlying real estate under a
lease arrangement. These costs include approximately (a) $1,650,000 to $1,850,000 for building, improvements,
and permits, including liquor licenses, (b) $600,000 for furniture, fixtures, and equipment, and (¢) $150,000 in pre-
opening expenses, including hiring expenses, wages for managers and hourly employees, and supplies. Actual
costs, however, may vary significantly depending upon a variety of factors, including the site and size of the
restaurant and conditions in the local real estate and employment markets. Our four Redfish restaurants open during
all of fiscal 2002 generated an average of approximately $2.2 million in annual revenue. During 2002, we opened
our newest Redfish in Chandler, Arizona and closed an under-performing location in San Diego, California.

Alice Cooper’stown Restaurant
The Alice Cooper 'stown Concept

The Alice Cooper’stown concept was developed by Celebrity Restaurants, L.L.C. and is rock and roll and
sports themed, featuring a connection to Alice Cooper. We own no interest in Celebrity Restaurants, L.L.C., and it
owns no interest in us. Celebrity Restaurants operates one Alice Cooper’stown restaurant, which opened in
December 1998 in Phoenix, Arizona. Our Alice Cooper’stown restaurant opened in April 2002, in a location
formally occupied by a Redfish Seafood Grill and Bar restaurant in Cleveland, Ohio. The Cleveland location’s
proximity to Jacobs Field, the home of the Cleveland Indians, and the fact that Cleveland is the home of the Rock
and Roll Hall of Fame, resulted in our decision to convert the location into an Alice Cooper’stown. QOur Alice
Cooper’stown restaurant is a full-service, casual dining establishment featuring a wide selection of high quality,
freshly prepared popular foods and beverages, including a number of innovative and distinctive menu items, such as
menu items that are sports and rock and roll themed. In addition, the restaurant sells sports and rock and roll
memorabilia. The restaurant features quick, efficient, and friendly table service designed to minimize customer-
waiting time and facilitate table turnover. Our Alice Cooper’stown restaurant benefits significantly from the name
recognition of Alice Cooper and the proximity to Jacobs Field, the home of the Cleveland Indians, and the Rock and
Roll Hall of Fame.

Menu

Our menu in Cleveland includes salads and sandwiches, pizzas and burgers, and tempting appetizers and
desserts.

Menu prices range from $4.00 to $9.00 for appetizers and desserts, $5.00 to $18.00 for entrees, and $6.00
to $11.00 for pizzas and burgers.




Restaurant Layout and Staffing

Our Alice Cooper'stown restaurant was designed to feature a rock and roll and sports theme, featuring the
connection to rock and roll legend Alice Cooper. The general décor is rock and roll and sports memorabilia. The
logo reads “Where Rock and Roll and Sports Collide™. The restaurant features a video wall in the bar and a large

screen video in the dining room. In keeping with its sports bar theme, there are more than 35 TV screens in the
restaurant. Some of our former Cleveland Redfish staff, including management personnel, are involved in the
operation of this restaurant,

Unit Economics

Our construction costs to convert this location were approximately $400,000 and pre-opening expenses
were approximately $191,000. This restaurant generated $1.9 million of revenue during the nine months it was open
in 2002.

Site Selection

When evaluating whether and where to seek expansion of our restaurant operations, we analyze a
restaurant’s profit potential. We consider the location of a restaurant to be one of the most critical elements of the
restaurant's long-term success. Accordingly, we expend significant time and effort in investigating and evaluating
potential restaurant sites. In conducting the site selection process, we obtain and examine detailed demographic
information (such as population characteristics, density, and household income levels), evaluate site characteristics
(such as visibility, accessibility, and traffic volume), consider the proposed restaurant's proximity to demand
generators (such as shopping malls, lodging, and office complexes), and analyze potential competition. Qur senior
corporate management evaluates and approves each restaurant site for all of our brands prior to acquisition after
extensive consultation with all levels of our operations group. Carlson Restaurants Worldwide provides site
selection guidelines and criteria as well as site selection counseling and assistance for our T.G.I. Friday's restaurant
sites. We also must obtain Carlson Restaurants Worldwide's consent before we enter into definitive agreements for
a T.G.I. Friday's restaurant site.

Current Restaurants

The following table sets forth information relating to each restaurant we own or manage as of March 12,

2003.
. In Operated by
Square Seating Operation  Our Company
Location Footage Capacity Since Since
Acguired T.G.L Friday's Restaurants (Owned)
Phoenix, ATIZONA ....ccoeeeveiiiecieiieeicvreesereesnesnsenane 9,396 298 1985 1990
MeSa, ATIZONA c..oovveerieeriiicreeeciesveeeese e evteneneeareans 9,396 298 1985 1990
TUCSON, ATIZONE «.veevvveeeriireeeiereerreesineneecerteeaeeesinns 7,798 290 1982 1990
Las Vegas, Nevada......ccooovvecieiiiineiincneecennne e, 9,194 298 1982 1990
Overland Park, Kansas .......occovvvvviviveeeieeinesereeeines 6,000 220 1992 1993
San Diego, California.........cccccoervenvnieccsinenrnnecnnn. 8,002 234 1979 1993
Costa Mesa, California.........oooocveieerivveneeveneeeeonn, 8,345 232 1980 1993
Woodland Hills, California ..........cecoveveevveveviviininean 8,358 283 1980 1993
Valencia, California........c.cceeeiiiiiiienieniceeee e 6,500 232 1993 1993
Torrance, California ......oocvveieveeeceviineereceineeseeeenne 8,923 237 1982 1993
La Jolla, California.....c...ccceevveeeivieriveecrrenessveneennns 9,396 225 1984 1993
Palm Desert, California........ccocoeeeevevivineecinnineenenn, 9,194 235 1983 1993
West Covina, California.......cccoooveviveeeeiereeeeeirerennnes 9,396 232 1984 1993
North Orange, California............cccccevvnicecniinnslune. 9,194 213 1983 1993
Ontario, California..........ccooeeveevevvieneieererenicieeeene, 5,700 190 1993 1993
Laguna Niguel, California............cccoveevviennninanen. 6,730 205 1990 1993
San Bernardino, Califormia............cocevevvevivvenvvennen. 9,396 236 1986 1993
Brea, California.......coccovviiivecviiii e 6,500 195 1991 1993
Riverside, California........ccoocoveeeiioiereecie e 6,500 172 1991 1993




Location

Pleasanton, California.........ccceeeveivrervereeresserenene
Salinas, Californmia ........ccc.cocevevveevvier e,
Oakland, California .........cccoeeveriiivevcrnecrecneecienes
Sacramento, California...........cocoveeviivrnneenreiennenne,
Citrus Heights, California.........c..ccooivvecnnncnn,
Fresno, California.......cccooovveevvirinnveiviieiceescciiee e

Developed T.G.L Friday's Restaurants (Cwned)

Glendale, Arizona.......ccocoveeeeeeiciieviiece e
Albuquerque, New MexXico......ooecevrivceinniennenienes
Reno, Nevada ........coeoviiveeiieceeeiec e
Oxnard, California......c.ccoevievivies i rneeens
Carmel Mountain, California.........cccoooeevvieeenernenns
Rancho Santa Margarita, California.........c..coeenn.
Cerritos, California.......ccoveeveieeceieereereeererecireeeeeeens
Las Vegas, Nevada......ccocoeriviniiiiiconcceiccene
Superstition Springs (Mesa), Arizona.......c...oevveee..
Puente Hills, California..........cccccoeevevinerineeenninne.
San Diego, California..........ccocuveveveenerirensioreneenen,
Independence, MisSOUIi........ccoooniiinniniicniiinens
Rancho San Diego, California.........c.ococeernvieiivnnnns
Yorba Linda, California.......ccccovvivevivveenee e
Simi Valley, California.......c..cccooveveinriciencernnnn
TucsON, ATIZONA ....ccovvveveiiiitiee e et
Henderson, Nevada .....c.cocoevvnviiiienccnicrnnniencinnnane
Carlsbad, California............coocevvvimvciicnen s
Temecula, California..........ccoeevievvevcvivrnenencenieennnns
Chandler, ATiZONa .......c.ccoeveeveviiiiiresereesneceeeeseneenns
Goodyear, ArIZONA ........cveevereivenirersevierieseseeeraarens
Shawnee, Kansas........cccocevieviieieeieeeneeneeseeeeneencs
Thousand Oaks, California......cccceeevevvieoreeeeivrnienins
Union City — San Francisco, California...................
Leawood, Kansas..........c.cveeveeviiesiensoncrvesnessesneenns
N. Long Beach, California.............ccccoeveerrievenrenennnn
Scottsdale, ATiZONA......c..coceoviiieiiicere e
Albuquerque West, New MeXico ....ccccoeveenrcriccncns
Roseville, California........cccoovvviiivereceiiieeireeineinns
Porter Ranch, California...........cooecoveveniiveeeveeennennns
Chandler, AriZOna ........c.o.oovvevavivverieveeeeeceeceeereenn
Desert Ridge Mall (Phoenix), Arizona...................

Managed T.G.1. Friday's Restaurants

San Bruno, California.........ccccoevveveieeveeinneeiecveninn e
San Jose, California..........cccceevevvveveeiieiceeeerer e
San Mateo, California.........cccoooooveeeeiinereecvenne e
San Ramon, California........ccoeevvveeeiveieecieecieninennns

Acqguired Redfish Restaurants

Denver, Colorado ........oooovvvivirrioiiiiciieceiee e
Chicago, IIHNOIS .....ccovviiiereriiee v
Cincinnati, Ohio ...ccccovieieeireiiicceseeeee e

in Operated by
Square Seating Operatien  Qur Company
Footage Capacity Since Since
8,000 255 1995 1998
6,500 240 1994 1998
5,966 230 1994 1998
6,200 230 1979 1998
8,500 270 1982 1998
5,950 230 1978 1998
5,200 230 1993 1993
5,975 270 1993 1993
6,500 263 1994 1994
6,500 252 1994 1994
6,500 252 1995 1995
6,548 252 1995 1995
6,250 223 1996 1996
6,700 251 1997 1997
6,250 240 1998 1998
5,800 272 1999 1999
6,800 277 1999 1999
5,800 240 1999 1999
5,800 240 1999 1999
5,800 240 1999 1999
5,800 240 1999 1999
5,800 240 1999 1999
5,800 240 1999 1999
8,146 302 1999 1999
6,400 278 1999 1999
6,000 240 1999 1999
6,000 207 2000 2000
6,400 245 2000 2000
6,400 249 2000 2000
6,400 240 2000 2000
7,248 240 2000 2000
7,177 291 2000 2000
7,100 263 2000 2000
6,426 241 2001 2001
6,426 245 2001 2001
6,426 245 2001 2001
6,800 322 2002 2002
6,573 292 Currently  Currently under
under construction
construction
8,345 200 1980 1993
8,002 228 1977 1993
9,396 252 1984 1993
6,000 182 1990 1993
7,925 321 1997 1997
6,200 214 1996 1997
7,133 239 1997 1997




In Operated by

Square Seating Operation  Qur Company
Loecation Footage Capacity Since Since
Developed Redfish Restaurants
Scottsdale, Arizona..........cocevviviieviniennnireenienne e 7,285 218 2001 2001
Chandler, ATiZona ......cccvevereeeeeieernnnenieesessensnesenens 7,216 334 2002 2002
Acquired Bamboo Club Restaurants
PhoeniX, AriZONa.....ccovoovemveeceiicrenieee e eieeeessesieeas 5,400 200 1995 2000
Scottsdale, AriZONA........ccceeeevvevvreeeeireeesireeerere e 5,400 200 1997 2000
Developed Bamboo Club Restauramnts
Tampa, FIorida .....cccooovrireveeiniireecsencc e . 8,100 235 2001 2001
West Palm Beach, Florida...........cccooveviveeericnninnnn. 6,317 180 2001 2001
Tempe, ATIZONA.....cccccverreereereriirererereiarreresrescnae e 6,400 210 2001 2001
TUCSON, AFIZONA. ...oecevvieiicreieneirire v ereeeereeetesaaesenes 6,422 277 2002 2002
Newport, Kentucky.......c.ccoevvvererieineveencniececnnns 6,735 236 2002 2002
King of Prussia, Pennsylvania..........occcoceinennnee 7,391 243 2002 2002
Miami (Aventura), Florida .....c...cccccocoanninccncnnnnnne 6,544 236 2003 2003
Novi, MichiZan........cccocciieriveeiinenineeenieree e 6,941 291 Currently Currently under
under Construction
Construction
Desert Ridge Mall (Phoenix), Arizona.......c.cccov.nee. 7,000 293 Currently  Currently under
under Construction
Construction
Developed Alice Cooper'stown Restaurant
Cleveland, Ohio.......cccvervieereerirenerierecceseeeieens e 11,160 356 2002 2002

The average size of our acquired T.G.I. Friday's restaurants is approximately 7,800 square feet, and the
average size of our developed T.G.L. Friday's restaurants is approximately 6,375 square feet. The Redfish
restaurants average 7,150 square feet. The acquired Bamboo Club restaurants average 5,400 square feet and our
developed Bamboo Club restaurants average approximately 6,875 square feet. The size of our Alice Cooper’stown
restaurant is 11,160 square feet.

Restaurant Operations
The T.G I Friday's System

T.G.1. Friday's restaurants are developed and operated pursuant to a specified system. Carlson Restaurants
Worldwide maintains detailed standards, specifications, procedures, and operating policies to facilitate the success
and consistency of all T.G.I. Friday's restaurants. To ensure that the highest degree of quality and service is
maintained, each franchisee of Carlson Restaurants Worldwide, including our company, must operate each T.G.I.
Friday's restaurant in strict conformity with these methods, standards, and specifications. The T.G.I. Friday's system
includes

e distinctive exterior and interior design, decor, color scheme, and furnishings;

o uniform specifications, procedures for operations, formal training, and standardized menus featuring
special recipes and menu items;

o advertising and promotional programs;

o requirements for quality and uniformity of products and services offered; and




e requirements that franchisees purchase or lease from approved suppliers equipment, fixtures,
furnishings, signs, inventory, recorded music, ingredients, and other products and materials that
conform with the standards and specifications of Carlson Restaurants Worldwide;

The T.G.1. Friday's system is identified by means of certain trade names, service marks, trademarks, logos,

and emblems, including the marks T.G.1. Friday's® and Friday's®. We believe the support as well as the standards,
specifications, and operating procedures of Carlson Restaurants Worldwide are important elements to our restaurant
operations. Our policy is to execute these specifications, procedures, and policies to the highest level of standards of
Carlson Restaurants Worldwide.

T.G.1 Friday's, Bamboo Club, Redfish, and Alice Cooper'stown Operations

Once a restaurant is integrated into our operations, we provide a variety of corporate services to assure the
operational success of the restaurant. Our executive management continually monitors restaurant operations,
inspects individual restaurants to assure the quality of products and services and the maintenance of facilities,
institutes procedures to enhance efficiency and reduce costs, and provides centralized support systems.

We also maintain quality assurance procedures designed to assure compliance with the high quality of
products and services mandated by our company and, for our T.G.I. Friday's restaurants, by Carlson Restaurants
Worldwide. We respond to and investigate inquiries and complaints, initiate on-site resolution of deficiencies, and
consult with each restaurant's staff to assure that proper action is taken to correct any deficiency. Our personnel and
contracted third-party quality assurance professionals make unannounced visits to restaurants to evaluate the
facilities, products, and services. We believe that our quality review program and executive oversight enhance
restaurant operations, reduce operating costs, improve customer satisfaction, and facilitate the highest level of
compliance with the T.G.I. Friday's system.

We maintain a zero tolerance policy for discrimination of any type towards both our employees and
customers, and to this end constantly enforce this policy through our training of new employees, our policy and
training manuals, and periodic re-enforcement prograrms.

Restaurant Management

Our T.G.I. Friday’s regional and restaurant management personnel are responsible for complying with
Carlson Restaurants Worldwide's and our operational standards. One of our Directors of Operations, together with
one Senior Regional Manager, and seven Regional Managers are responsible for between 4 and 13 of our restaurants
within their region. We have one Director of Operations who is responsible for the Alice Cooper’stown restaurant.
This individual has signed an agreement wherein he purchased a net profit participation in this operation equal to
20% of a defined level of profits over a certain EBDITA level. These Regional Managers and three Directors of
Operations report to our Senior Vice President of Restaurant Operations. The Senior Vice President of Restaurant
Operations reports to our President and Chief Operating Officer, who has responsibility for our T.G.1. Friday's,
Redfish, Bamboo Club, and Alice Cooper'stown operations. Restaurant managers are responsible for day-to-day
restaurant operations, including customer relations, food preparation and service, cost control, restaurant
maintenance, and personnel relations. We typically staff our restaurants with an on-site general manager, two or
three assistant managers, and a kitchen manager. Our T.G.I. Friday’s restaurants average between 80 and 90 hourly
employees. Our Redfish restaurants average approximately 65 hourly employees and our Bamboo Club restaurants
average approximately 72 hourly employees. Our Alice Cooper'stown restaurant averages 50 hourly employees. We
support these operational personnel with a Director of New Store Openings, a Director of Research and
Development, and training personnel.

We have established a program of appointing multi-location general managers in geographic areas having
locations close enough to each other to support this concept. We currently have six multi-location senior general
managers. In addition to improving efficiency, this program allows us to promote and compensate key general
managers and create a position that improves our ability to retain key employees in our company.

Recruitment and Training

We attempt to hire employees who are committed to the standards maintained by our company and, for our
T.G.1. Friday's restaurants, by Carlson Restaurants Worldwide. We also believe that our high unit sales volume, the




image and atmosphere of the T.G.I. Friday's, Bamboo Club, Redfish, and Alice Cooper’stown concepts, and our
career advancement and employee benefit programs enable us to attract high quality management and restaurant
personnel.

Our T.G.I. Friday's restaurant personnel participate in continuing training programs maintained by Carlson
Restaurants Worldwide and our company. In addition, we supplement those programs by hiring personnel devoted
solely to employee training. Each T.G.I. Friday's restaurant general and assistant manager completes a formal
training program conducted by our company and Carlson Restaurants Worldwide. This program provides our T.G.I.
Friday's restaurant managers 14 weeks of training. The training covers all aspects of management philosophy and
overall restaurant operations, including supervisory skills, operating and performance standards, accounting
procedures, and employee selection and training necessary for restaurant operations. We employ personnel who are
involved exclusively in training for both initial new store openings and continued re-training.

QOur Redfish and Bamboo Club restaurant managers and personnel participate in extensive training
programs consistent with our operating standards. Many of our Redfish restaurant managers are experienced T.G.1.
Friday's managers who have accepted positions in our Redfish operations. We have implemented all of our policies
and training programs in order to operate the Alice Cooper’stown restaurant with the same high standards we have
established for our other brands.

Maintenance and Improvement of Restaurants

We maintain our restaurants and all associated fixtures, furnishings, and equipment in conformity with the
T.G.I. Friday's system or standards we have developed for our Redfish and Bamboo Club restaurants. We also make
necessary additions, alterations, repairs, and replacements to our T.G.I. Friday's restaurants as required by Carlson
Restaurants Worldwide, including periodic repainting or replacement of obsolete signs, furnishings, equipment, and
decor. We may be required, subject to certain limitations, to modernize our restaurants to the then-current standards
and specifications of Carlson Restaurants Worldwide. We are currently developing plans to convert some of our
T.G.L. Friday's locations to develop a take out program, and our Chandler and Desert Ridge Mall, Arizona T.G.1.
Friday's have been designed for this program. One Bamboo Club restaurant lease requires us to periodically
refurbish the location.

Management Information Systems

We have devoted considerable resources to develop and implement management information systems that
improve the quality and flow of information throughout our company. We use five to seven touch-screen computer
registers located conveniently throughout each of our restaurants. Servers enter guest orders by touching the
appropriate sections of the register’s computer screen, which transfers the information electronically to the kitchen
and bar for preparation. These registers also are connected to a computer in the restaurant office and to our
corporate information system via frame relay. Management receives detailed comparative reports on each
restaurant’s sales and expense performance daily, weekly, and monthly.

We are currently using three different in-store systems; at our T.G.1. Friday’s locations we use a proprietary
system supported by Carlson Restaurants Worldwide, our Redfish locations use Micros software, and our Bamboo
Club locations are on our new restaurant systems provided by Aloha Technology. We are migrating all of our
concepts to a consistent new point of sale (POS) and back office solution from Aloha Technology. We are also
moving to a new corporate enterprise resource planning system (ERP) from Lawson Software. Management and
support of the new corporate ERP system will be outsourced to netASPx, Inc.

We are in the process of installing the POS and back office systems at all of our stores and anticipate that
this will be completed by the first quarter of 2004. We are currently defining the requirements for the ERP system
and our conversion to this will commence when the new POS system has been implemented at a majority of our
stores. We anticipate the ERP implementation will be completed by the middle of 2004.

We believe that our management information systems enable us to increase the speed and accuracy of order
taking and pricing, to better assist guest preferences, to efficiently schedule labor to better serve guests, to quickly
and accuratety monitor food and labor costs, to promptly access financial and operating data, and to improve the
accuracy and efficiency of store-level information and reporting.
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Equipment, Food Products, and Other Supplies

We lease or purchase all fixtures, furnishings, equipment, signs, recorded music, food products, supplies,
inventory, and other products and materials required for the development and operation of our T.G.l. Friday's
restaurants from suppliers approved by Carlson Restaurants Worldwide. In order to be approved as a supplier, a
prospective supplier must demonstrate to the reasonable satisfaction of Carlson Restaurants Worldwide its ability to
meet the then-current standards and specifications of Carlson Restaurants Worldwide for such items, possess
adequate quality controls, and have the capacity to provide supplies promptly and reliably. We are not required to
purchase supplies from any specified suppliers, but the purchase or lease of any items from an unapproved supplier
requires the prior approval of Carlson Restaurants Worldwide.

Carlson Restaurants Worldwide maintains a list of approved suppliers and a set of the T.G.I. Friday's
system standards and specifications. Carlson Restaurants Worldwide receives no commissions on direct sales to its
franchisees, but may receive rebates and promotional discounts from manufacturers and suppliers, some of which
are passed on proportionately to our company. Carlson Restaurants Worldwide is an approved supplier of various
kitchen equipment and store fixtures, decorative memorabilia, and various paper goods, such as menus and in-store
advertising materials and items. We are not, however, required to purchase such items from Carlson Restaurants
Worldwide. If we elect to purchase such items from Carlson Restaurants Worldwide, Carlson Restaurants
Worldwide may derive revenue as a result of such purchases.

Celebrity Restaurants assisted us in converting the Cleveland location into an Alice Cooper’stown
restaurant. They provided guidance in restaurant design, acquisition of themed memorabilia for décor, and locating
sources for the purchase of memorabilia for sale to guests.

We entered into an agreement with U.S. Foodservice, a national foed distribution service company, to serve
substantially all of our restaurants in California, Arizona, and Nevada and for all of our Bamboo Club and Redfish
restaurants. We have an agreement with Performance Food Group in Missouri, Kansas, Texas, and New Mexico for
all of our T.G.I. Friday's restaurants located in those states. Orders are sent electronically to the supplier. Cur
suppliers have comprehensive warehouse and delivery outlets servicing each of our markets. We believe that our
purchases from our primary suppliers enable us to maintain a high level of quality, achieve dependability in the
receipt of our supplies, avoid the costs of maintaining a large purchasing department, and attain cost advantages as
the result of volume purchases. We believe, however, that all essential products are available from other national
suppliers as well as from local suppliers in the cities in which our restaurants are located in the event we determine
to purchase our supplies from other suppliers.

Advertising and Marketing
T.G.I Friday's Restaurants

We participate in the national marketing and advertising programs conducted by Carlson Restaurants
Worldwide, which were suspended by Carlson Restaurants Worldwide for the fourth quarter of 2001 because they
changed advertising agencies. These programs resumed in February of 2002. The programs use network and cable
television and national publications and feature new menu innovations and various promotional programs. In
addition, from time to time, we supplement the marketing and advertising programs conducted by Carlson
Restaurants Worldwide through local radio, newspaper, and magazine advertising media and sponsorship of
community events. In conjunction with Carlson Restaurants Worldwide, we maintain a "frequent diner" program
that includes awards of food, merchandise, and travel to frequent diners based upon points accumulated through
purchases.

As a franchisee of Carlson Restaurants Worldwide, we are able to utilize the trade names, service marks,
trademarks, emblems, and indicia of origin of Carlson Restaurants Worldwide, including the marks T.G.1. Friday's®
and Friday's®. We advertise in various media utilizing these marks to attract new customers to our restaurants.

Redfish and Bamboo Club Restaurants
Our in-house marketing department develops advertising and marketing programs for our Redfish and

Bamboo Club restaurants. We develop these programs with an emphasis on building awareness of the "Redfish”
and "Bamboo Club" brands in the communities in which we operate Redfish and Bamboo Club restaurants and
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generate sales for those restaurants. Advertising and marketing campaigns have included radio and print
advertising, as well as point-of-sale marketing promotions. We conduct a comprehensive advertising and public
relations campaign in advance of each Redfish and Bamboo Club restaurant grand opening.

Alice Cooper’stown Restaurant

Our in-house marketing department is developing advertising and marketing programs for our Alice
Cooper’stown restaurant. We will emphasize the sports and rock and roll connection and feature Alice Cooper.

Expansion of Operations

Between 1990 and 2002, we acquired 31 existing T.G.I. Friday's restaurants as well as the exclusive and
co-development rights to develop restaurants in specified territories. The acquisitions include 25 restaurants in
California, three in Arizona, and one in each of Kansas, Missouri, and Nevada. We subsequently sold five of the
restaurants we had previously acquired in California, and we continue to manage four of them. Between 1990 and
2002, we also developed 32 new T.G.1. Friday's restaurants, including one during 2002. These include 16 in
California, seven in Arizona, three in Nevada, two in each of New Mexico and Kansas, and one in each of Missouri
and Texas. In 2001, we closed our T.G.1. Friday's restaurant in Texas. We plan to open one T.G.I. Friday's restaurant
in 2003, in Desert Ridge Mall in north Phoenix, Arizona.

With the concurrence of the franchisee for whom we managed, we closed one under-performing T.G.I.
Friday's restaurant in San Francisco, California in 2002. In addition, we closed one under-performing T.G.I. Friday's
restaurant in El Paso, Texas during 2002.

In 1997, we acquired a 52% ownership interest and in 1999 we acquired the remaining minority interest in
Redfish America, LLC, which operated our four original Redfish Seafood Grill and Bar restaurants. We opened two
additional Redfish restaurants in 1999 and closed one in each of 2000, 2001 and 2002. We opened one Redfish
restaurant in North Scottsdale, Arizona in 2001 and one in Chandler, Arizona in 2002. We also may explore
opportunities to franchise the Redfish concept to third parties in the future.

In July 2000, we acquired the business and substantially all of the assets of two Bamboo Club restaurants.
As part of the acquisition, we also acquired the right, title, and interest under, in, and to the “Bamboo Club” name
and restaurant concept. The two Bamboo Club restaurants are located in Phoenix and Scottsdale, Arizona. In 2001
we opened three Bamboo Club restaurants, two in Florida, (one in Tampa and one in West Palm Beach), and one in
Tempe, Arizona. In 2002 we opened three Bamboo Club restaurants, one each in Tucson, Arizona, Newport,
Kentucky, and King of Prussia, Pennsylvania. We opened one Bamboo Club restaurant in Aventura Mall, Miami
Florida in January 2003. We currently have under construction two additional Bamboo Clubs in 2003, in Novi
(Detroit), Michigan and Desert Ridge Mall (North Phoenix), Arizona. We also may explore opportunities to
franchise the Bamboo Club concept to third parties in the future.

We plan to expand our restaurant operations through the development of additional T.G.I. Friday's
restaurants in our existing development territories and the development of additional Bamboo Club restaurants in
suitable locations as our financial capabilities permit (refer to the “Liquidity and Capital Resource” section for
additional information regarding our financial condition). As a result of our financial capabilities, other than the one
T.G.L Friday’s location we currently have under construction (Desert Ridge Mall, Arizona), we do not anticipate
building additional T.G.I. Friday’s locations during 2003. With regard to our development agreement with Carlson
Restaurants Worldwide (which requires the development of five T.G. 1. Friday’s in 2003), we have every
expectation, based on past history, that we will be successful in obtaining the appropriate waivers.

We currently are considering other sites for additional restaurants, but have not entered into leases or
purchase agreements for such sites. We do not know how many sites will materialize, as that depends on a variety
of factors and economic conditions.

The opening of new restaurants also may be affected by increased construction, utility, and labor costs,
delays resulting from governmental regulatory approvals, strikes, or work stoppages, adverse weather conditions,
and acts of God. Newly opened restaurants may operate at a loss for a period following their opening. The length
of this period will depend upon a number of factors, including the time of year the restaurant is opened, sales
volume, and operating costs.
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The acquisition of existing restaurants will depend upon our ability to identify and purchase restaurants that
meet our criteria on satisfactory terms and conditions. There can be no assurance that we will be successful in
achieving our expansion goals through the development or acquisition of additional restaurants or that any additional
restaurants that are developed or acquired will be profitable. In addition, the opening of additional restaurants in an
existing market may have the effect of drawing customers from, and reducing the sales volume of, our existing
restaurants in those markets.

Restaurant Closures and Lease Terminations

Generally when we close a location due to underperformance or other reasons that management deems
appropriate, our first priority is to transfer useable assets to other locations. Other assets that are not transferable,
including leasehold improvements and certain kitchen equipment, are written off at the time of closure, or when the
formal decision to close or not renew the lease is made. At the time of closure, allocated goodwill is also written
off. During the third quarter 2002, we closed one Friday’s restaurant and wrote off $300,000 of allocated goodwill.

In the fourth quarter of 2002, in response to the difficult and soft national economy, we decided (i) that we
would begin negotiations to terminate several existing leases for Bamboo Club locations where we have not yet built
a restaurant (these sites included San Antonio and Fort Worth Texas; Columbus, Ohio; Raleigh-Durham, North
Carolina; and Fairfax, Virginia), (ii)) we would not renew leases for two Friday’s restaurants whose lease terms
expire in 2003, and (iii) we would perform recoverability tests for under-performing restaurants and take asset
impairment charges if necessary. The asset impairment and estimated lease termination fees, recorded in the fourth
quarter of 2002, were $6,337,000, including an allocation of $860,000 of goodwill. Currently, there is no final
resolution to any of these negotiations, except the San Antonio lease, which has been terminated.

Development Agreements

We are a party to four development agreements with Carlson Restaurants Worldwide. Each development
agreement grants us the right to develop additional T.G.1. Friday's restaurants in a specified territory and obligates us
to develop additional T.G.I. Friday's restaurants in that territory in accordance with a specified development
schedule. We own the exclusive rights to develop additional T.G.1. Friday's restaurants in territories encompassing
the states of Arizona, Nevada, and New Mexico, and the Kansas City, Kansas/Missouri and E1 Paso, Texas
metropolitan areas. We also have the non-exclusive right, together with Carlson Restaurants Worldwide, to develop
additional T.G.I. Friday's restaurants in the state of California. We plan to develop additional T.G.I. Friday's
restaurants in our existing development territories.

In the past, we have successfully renegotiated our franchisee development obligations for new T.G.1.
Friday's locations. Our renegotiated development schedule has reduced our development obligation in Northemn
California, extended the dates for new store development in all of California, and increased to a lesser extent our
development obligations in other territories. As part of this agreement, Carlson Restaurants Worldwide now has the
right to co-develop the California market, although they have not added any locations nor have they informed us of
their intention to do so.

The following table sets forth information regarding our minimum requirements to open new T.G.L
Friday's restaurants under our current development agreements as amended, as well as the number of existing
restaurants in each of our development territories.

Southern Northern
California California Southwest Midwest
Territory” Territory Territory® Territory™ Total
2 1 1 1 5
- - - 2 2
2 1 1 3 z
Existing T.G. I. Fridays
Restaurants .........o.oovveeenn. 6@ 16 4 56
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(1) Carlson Restaurants Worldwide also may develop restaurants in this region. Agreement expires at the end of
2003. .

(2) Consists of the states of Arizona, Nevada, and New Mexico and the E1 Paso, Texas metropolitan area.
Agreement expires at the end of 2003.

(3) Consists of metropolitan Kansas City, Kansas and Kansas City, Missourt.

(4) Does not include the four restaurants managed in the Northern California Territory.

Each development agreement gives Carlson Restaurants Worldwide certain remedies in the event that we
fail to comply in a timely manner with our schedule for restaurant development, if we otherwise default under the
development agreement or any franchise agreement relating to a restaurant within that development territory as
described above, or if our officers or directors breach the confidentiality or non-compete provisions of the
development agreement. The remedies available to Carlson Restaurants Worldwide include (a) the termination of
our exclusive right to develop restaurants in the related territory; (b) a reduction in the number of restaurants we may
develop in the related territory; {c) the termination of the development agreement; and (d) an acceleration of the
schedule for development of restaurants in the related territory pursuant to the development agreement. None of
these remedies would adversely affect our ability to continue to operate our then-existing T.G.1I. Friday's restaurants.
Currently, other than the one T.G.I. Friday’s location currently under construction, we do not anticipate building
additional T.G.I. Friday’s restaurants during 2003. Based on waivers and amendments received in prior years, we
fully expect to receive the appropriate waivers for 2003 from Carlson Restaurants Worldwide.

Franchise Agreements

We enter into or assume a separate franchise agreement with respect to each T.G.L. Friday's restaurant that
we acquire or develop pursuant to a development agreement. Each franchise agreement grants us an exclusive
license to operate a T.G.1. Friday's restaurant within a designated geographic area, which generally is a three-mile
limit from each restaurant, and obligates us to operate such restaurant in accordance with the requirements and
specifications established by Carlson Restaurants Worldwide relating to food preparation and quality of service as
well as general operating procedures, advertising, records maintenance, and protection of trademarks. The franchise
agreements restrict our ability to transfer our interest in our T.G.I. Friday's restaurants without the consent of
Carlson Restaurants Worldwide.

Each franchise agreement requires us to pay Carlson Restaurants Worldwide an initial franchise fee of
$50,000. In addition, we are obligated to pay Carlson Restaurants Worldwide a royalty of 4% of the gross revenue
as defined in the franchise agreement for each restaurant. Royalty payments under these agreements totaled
$7,477,000 during fiscal 2002, $7,444,000 during fiscal 2001, and $6,634,000 during fiscal 2000. Each franchise
agreement also requires us to spend at least 4% of gross sales on local marketing and to contribute to a national
marketing pool Carlson Restaurants Worldwide administers. The national marketing pool funds are used to develop
national advertising campaigns (creative material) and buy national, spot, and local advertising. All funds
contributed to the national advertising fund are credited against the local advertising requirement. Carlson
Restaurants Worldwide required us, as well as all other franchisees, to contribute 2.1% of gross sales in fiscal year
2000 and the first three quarters of 2001 to the national marketing fund. This requirement was reduced to 1.7%
during the last fiscal quarter of 2001. In 2002, the marketing fund contributions were increased to 2.7% and are
expected be 3.25% in 2003. Marketing expenses totaled $5,250,000 during fiscal 2002, $4,774,000 during fiscal
2001, and $4,163,000 in 2000.

A default under one of our franchise agreements will not constitute a default under any of our other
franchise agreements. A default under the franchise agreement for a restaurant in a development territory may,
however, constitute a default under the development agreement for that development territory.

License Agreements

Our license agreement with Celebrity Restaurants, L.L.C., allowed us to open an Alice Cooper'stown
restaurant in Cleveland, Chio. The agreement grants us the right to use Celebrity Restaurants’ exclusive rights to
Alice Cooper’s likeness and its trademarks and trade names to operate a sports and rock and roll themed restaurant
featuring Alice Cooper.

The license agreement requires us to pay Celebrity Restaurants a royalty fee in the amount of 1% of gross
sales for food and beverage sales up to the amount of gross sales derived in 2001 in each location through its
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existing operations; 2.5% from that point to $3,500,000; and 3% over $3,500,000. For the sale of merchandise
products, such as logo and memorabilia, we pay a royalty of 20% of gross sales.

During 2002 we paid approximately $41,000 in royalties under this license agreement.

Government Regulation

Each of our restaurants is subject to licensing and regulation by state and local departments and bureaus of
alcohol control, health, sanitation, and fire and to periodic review by the state and municipal authorities for areas in
which the restaurants are located. In addition, we are subject to local land use, zoning, building, planning, and
traffic ordinances and regulations in the selection and acquisition of suitable sites for constructing new restaurants.
Delays in obtaining, or denials of, or revocation or temporary suspension of, necessary licenses or approvals could
have a material adverse impact on our development of restaurants.

We also are subject to regulation under the Fair Labor Standards Act, which governs such matters as
working conditions and minimum wages. An increase in the minimum wage rate or the cost of workers'
compensation insurance, both of which recently occurred in California, or changes in tip-credit provisions, employee
benefit costs (including costs associated with mandated health insurance coverage), or other costs associated with
employees could adversely affect our company.

In addition, we are subject to the Americans with Disabilities Act of 1990 (ADA). That act may require us
to make certain installations in new restaurants or renovations to existing restaurants to meet federally mandated
requirements. To our knowledge, we are in compliance in all material respects with all applicable federal, state, and
local laws affecting our business, with the exception of renovations to restaurants existing at the time of passage of
the ADA.

Competition

The restaurant business is highly competitive with respect to price, service, food type, and quality. In
addition, restaurants compete for the availability of restaurant personnel and managers. Our restaurants compete
with a large number of other restaurants, including national and regional restaurant chains and franchised restaurant
systems, many of which have greater financial resources, more experience, and longer operating histories than we
possess. We also compete with locally owned, independent restaurants.

Our casual dining business also competes with various types of food businesses, as well as other
businesses, for restaurant locations. We believe that site selection is one of the most crucial decisions required in
connection with the development of restaurants. As the result of the presence of competing restaurants in our
development territories, our management devotes great attention to obtaining what we believe will be premium
locations for new restaurants, although we can provide no assurance that we will be successful in these efforts.

Employees

We employ approximately 2,100 people on a full-time basis, of whom 76 are corporate management and
staff personnel. We also employ approximately 4,100 part-time employees, which results in our employment of
approximately 6,000 total personnel, of which approximately 5,950 are restaurant personnel. Except for corporate
and management personnel, we generally pay our employees on an hourly basis. We employ an average of
approximately 90 full-time and part-time hourly employees at each of our restaurants. None of our employees are
covered by a collective bargaining agreement with us. We have never experienced a major work stoppage, strike, or
labor dispute. We consider our relations with our employees to be good.

Executive Officers

The following table sets forth certain information regarding our executive officers:
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Name Age Position

Bart A. Brown, Jl......ccooccvivienirevcinennssennenns 71 Chief Executive Officer, and Director

William G. Shrader.......cccovnreeeiennnncne 55 President, Chief Operating Officer, and Director

Michael Garnreiter........ocoocvvveeverenreeierenenn. 51 Executive Vice President, Treasurer, and Chief Financial
Officer

Jeff SMmit...oocviiiiiciic e 44 Senior Vice President-Restaurant Operations

Michael J. Herron ..o, 62 General Counsel and Secretary

Matthew J. Wickesberg ......cococvvivvvevicnennnns 28 Vice President-Financial Planning and Analysis

Stephanie Barbini ........oocccvvnieinieinennnnn. 33 Vice President-Human Resources and Training

Bart A. Brown, Jr. has served as our Chief Executive Officer and as a director since December 1996. Mr.
Brown served as our President from December 1996 until June 2001. Mr. Brown was affiliated with Investcorp
International, N.A., and an international investment-banking firm, from April 1996 until December 1996, Mr.
Brown served as the Chairman and Chief Executive Officer of Color Tile, Inc. at the request of Investcorp
International, Inc., which owned all of that company's common stock, from September 1995 until March 1996. In
January 1996, Color Tile filed for reorganization under Chapter 11 of the United States Bankruptcy Code. Mr.
Brown served as Chairman of the Board of The Circle K Corporation from June 1990, shortly after that company
filed for reorganization under Chapter 11 of the United States Bankruptcy Code, until September 1995. From
September 1994 until September 1996, Mr. Brown served as the Chairman and Chief Executive Officer of Spreckels
Industries, Inc. Mr. Brown engaged in the private practice of law from 1963 through 1990 after seven years of
employment with the Internal Revenue Service.

William G. (Bill) Shrader has served as our President and Chief Operating Officer and as a director since
June 2001. Mr. Shrader served as our Executive Vice President and Chief Operating Officer from March 1999 until
June 2001. Prior to joining our company, Mr. Shrader was Senior Vice President of Marketing for Tosco Marketing
Company from February 1997 to March 1999. From August 1992 to February 1997, Mr. Shrader served in several
capacities at Circle K Stores, Inc., including President of the Arizona Region, President of the Petroleum
Products/Services Division, Vice President of Gasoline Operations, and Vice President of Gasoline Marketing. Mr.
Shrader began his career in 1976 at The Southland Corporation and departed in 1992 as National Director of
Gasoline Marketing.

Michael Garnreiter has served as our Executive Vice President,” Treasurer, and Chief Financial Officer
since April 2002. Prior to joining our company, Mr. Garnreiter served as a general partner of the international ac-
counting firm of Arthur Andersen LLP. Mr. Garnreiter began his career in public accounting with the Los Angeles
office of Andersen in 1974 after graduating with a Bachelor of Science degree in accounting from California State
University at Long Beach. In 1986, he transferred to their Tucson, Arizona office to become its Office Managing
Partner. Mr. Garnreiter’s career as an accounting and audit partner spanned many different industries but focused on
the entrepreneurial, public company. Mr. Garnreiter is a Certified Public Accountant in California, New Mexico
and Arizona and retired from Andersen in March 2002.

Jeff Smit has served as our Senior Vice President-Restaurant Operations since June 2001. Mr. Smit served
as our Vice President of Operations from September 1998 to June 2001. Mr. Smit joined us in 1994 and has been a
general and regional manager. Prior to joining us, Mr. Smit worked for Carlson Restaurants Worldwide as a general
manager in its T.G.I. Friday's operation. Prior to that, Mr. Smit worked in a variety of capacities in various
restaurants.

Michael J. Herron has served as our General Counsel since March 2001 and has been our Secretary since
June 2001. Prior to joining us, Mr. Herron was actively engaged in the private practice of law in Miami Beach,
Florida. During that time he served as outside General Counse!l for a restaurant franchisor known as the Orange
Bowl, a restaurant concept exclusively located in regional shopping centers through the United States. He thereafter
engaged in the private practice of law in Aspen, Colorado, and from April 1990 to February 2001, Mr. Herron was a
member of the law firm of Garfield & Hecht, P.C. Mr. Herron is a former President of the Miami Beach, Florida Bar
Association and was a member of the Florida Bar Association’s standing Ethics Committee.

Matthew J. Wickesherg has served as our Vice President of Financial Planning and Analysis since June
2002. Mr. Wickesberg served as our Director of Strategic Planning from May 2000 to June 2002. Prior to joining
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our company, Mr. Wickesberg was a Senior Consultant with PricewaterhouseCoopers in Dallas, Texas. As a
member of the Financial Advisory Services group, he worked in the area of corporate restructuring, bankruptcy,
corporate finance and litigation support. Mr. Wickesberg is a Chartered Financial Analyst and attended programs at
the London School of Economics, and received his Bachelors in Finance from Oklahoma State University.

Stephanie Barbini has served as our Vice President of Human Resources and Training since September
2002. Prior to joining our company, from 1994 to September 2002 Ms. Barbini held a variety of senior level HR
positions with Conoco / Phillips. During her eight year tenure, she provided strategic human resource support to
retail operations, corporate headquarters, petroleum refining and distribution through 5 separate multi billion dollar
acquisitions. Ms. Barbini holds a BA in Psychology from Oklahoma University and a Master’s in Organizational
Psychology from Columbia University.
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Risk Factors

You should carefully consider the following factors, in addition to the other information in this Report, in
evaluating our company and our business.

We face risks associated with changes in general economic and political conditions that effect comsumer
spending.

Cur country currently is in a recession and we believe that these weak general economic conditions will
continue through 2003. As the economy struggles, we are concerned that our customers may become more
apprehensive about the economy and reduce their level of discretionary spending. We believe that a decrease in
discretionary spending could impact the frequency with which our customers choose to dine out or the amount they
spend on meals while dining out, thereby decreasing our revenues. Additionally, the continued military responses to
terrorist attacks and the prospect of a protracted war may exacerbate current economic conditions and lead to further
weakening in the economy. Adverse economic conditions and any related decrease in discretionary spending by our
customers could have an adverse effect on our revenues and operating results.

Our future success is dependent on our Bamboo Club concept.

In July 2000, we acquired the Bamboo Club’s two operating restaurants and the entire concept. Since then,
we have opened seven new restaurants. Average weekly sales in 2002 for the original locations were $49,633 and
for the new restaurants opened in 2001 and 2002, the average weekly sales were $51,973. As discussed previously,
the national economy has struggled and we have experienced significant economic difficulties in certain regions of
the United States and shifting buying habits of consumers. As a result, our sales expectations were not met. Our
ability to finance future growth in Bamboo Clubs is dependant upon our ability to improve our revenue and achieve
our profitability expectations. We believe the overall economy needs to improve and a resolution to the geopolitical
uncertainties must be provided to strengthen consumer confidence and increase discretionary restaurant spending.
In addition, we are evaluating other promotions, advertising, and other operational considerations to improve overall
profitability. There can be no assurance that any of these measures will be successful.

We perform periodic asset impairment tests.

When we encounter a “triggering” event, decide to close a restaurant, or perform a periodic review of our
marginally performing locations (particularly in the fourth quarter of each year), we record appropriate asset
impairment charges if necessary. The amount of impairment charges and the allocation of goodwill, if any, is based
upon assessments of current and future economic conditions and their estimated impact on our ability to recover our
investment in long-lived assets. Even in strong economic conditions there can be conditions or local situations that
might require the recording of asset impairment charges. We will continue to perform periodic asset impairment
tests and it is likely that we will record future asset impairment charges.

We have significant debt.

We have incurred significant indebtedness in connection with our growth strategy. Our growth strategy in
2002 focused on internal restaurant development instead of acquisitions. To finance this development, we have used
cash flow from operations and debt borrowed from banks. As of December 30, 2002, we had long-term debt of
approximately $55.5 million (including current portion of $3.5 million), and a working capital deficit of $15.0
million. Cur borrowings include financial covenants generally based on cash flow (EBITDA), which limits the
amount we can borrow. At December 30, 2002, we were in compliance with these covenants, with the exception of
one covenant with a lender with whom we had a $5.0 million line of credit. We had not drawn upon this line and we
cancelled it in March 2003. If we fail to meet any financial covenants, each lender could call their loan
immediately. There can be no assurance we will continue to meet these covenants in the future.

Our borrowings will result in interest expense of approximately $4.5 million in 2003 and $4.7 million in
2004, based on currently prevailing interest rates and assuming outstanding and contemplated indebtedness is paid
in accordance with the existing payment schedules without any prepayments or additional borrowings. We must
make these interest payments regardless of our operating results. Currently, 54 of our restaurants are pledged to
secure our debt obligations. In addition, our debt agreements have financial covenants that we must meet each
quarter. Although we are in compliance with our covenants at December 30, 2002, there can be no assurance we will
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continue to meet these covenants in the future. If we fail to meet any financial covenants, each lender could call their
loan immediately.

We depend on a key food product distributor.

We entered into an agreement with U.S. Foodservice, a national food distribution service company, to serve
substantially all of our restaurants in California, Arizona, and Nevada and for all of our Bamboo Club and Redfish
restaurants. U. S. Foodservice is a subsidiary of Royal Ahold, which recently announced a major financial
restatement in their 2001 and earlier financial statements. If, as a result of these restatements or related
consequences, U. S. Foodservice is unable to continue providing us with a high level of quality and dependability in
the receipt of our supplies, at the cost advantages resulting from our volume purchases, this could have a material
impact on our business.

We believe that all essential products are available from other national suppliers as well as from local
suppliers in the cities in which our restaurants are located in the event we must purchase our products from other
suppliers; however, there can be no assurance that we will be able to match quality, price or dependability of

supply.
We depend on Carlson Restaurants Worldwide, Inc.

We currently operate 56 T.G.I. Friday's restaurants as a T.G.I. Friday's franchisee. We also manage an
additional four T.G.I. Friday's restaurants for another franchisee. Carlson Restaurants Worldwide, Inc. (formerly
T.G.1. Friday's, Inc.) is the franchisor of T.G.I. Friday's restaurants. As a result of the nature of franchising and our
franchise agreements with Carlson Restaurants Worldwide, our long-term success depends, to a significant extent,
on the continued vitality of the T.G.I. Friday’s restaurant concept and the overall success of the T.G.1. Friday’s
system.

We believe that the experience, reputation, financial strength, and franchisee support of Carlson
Restaurants Worldwide represent positive factors for our business. We have no control, however, over the
management or operation of Carlson Restaurants Worldwide or other T.G.I. Friday's franchisees. A variety of
factors affecting Carlson Restaurants Worldwide or the T.G.1. Friday's concept could have a material adverse effect
on our business. These factors include the following:

e any business reversals that Carlson Restaurants Worldwide may encounter;

e a failure by Carlson Restaurants Worldwide to promote the T.G.1. Friday's name or restaurant concept;

e the inability or failure of Carlson Restaurants Worldwide to support its franchisees, including our
company;

o the failure to operate successfully the T.G.1. Friday's restaurants that Carlson Restaurants Worldwide
itself owns; and

e negative publicity with respect to Carlson Restaurants Worldwide or the T.G.I. Friday's name.

The future results of the operations of our restaurants will not necessarily reflect the results achieved by Carlson
Restaurants Worldwide or its other franchisees, but will depend upon such factors as the effectiveness of our
management tearn, the locations of our restaurants, and the operating results of those restaurants.

Franchise agreements impose restrictions and obligations on our business.

QOur franchise agreement with Carlson Restaurants Worldwide for each T.G.1. Friday's restaurant that we
own generally requires us to pay an initial franchise fee of $50,000, pay royalties of 4% of the restaurant’s gross
sales, and spend up to 4% of the restaurant’s gross sales on advertising, which may include contributions to a
national marketing pool administered by Carlson Restaurants Worldwide.

Carlson Restaurants Worldwide requirés us and its other franchisees to contribute a percentage of gross
sales to the national marketing pool. The rate was 2.1% in 2000 and through the first eight months 2001; 1.7% in
the last four months of 2001, since Carlson had no national campaign during that period; 2.7% in 2002; and it is
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expected to be 3.25% in 2003. We must pay or accrue these amounts regardless of whether or not our restaurants are
profitable.

If we fail to satisfy these requirements or otherwise default under the franchise agreements, we could be
subject to potential damages for breach of contract and could lose our franchise rights for some or all of our T.G.L
Friday's restaurants. We also could lose our rights to develop additional T.G.1. Friday's restaurants.

Our development agreements with Carlson Restaurants Worldwide require us to open additional T.G.L
Friday's restaurants.

We may not be able to secure sufficient restaurant sites that we believe are suitable or we may not be able
to develop restaurants on terms and conditions that we consider favorable in order to satisfy the requirements of the
development agreements. The development agreements give Carlson Restaurants Worldwide certain remedies in
the event that we fail to comply with the development schedule in a timely manner or if we breach the
confidentiality or noncompete provisions of the development agreements. These remedies include, under certain
circumstances, the right to reduce the number of restaurants we may develop in the related development territory or
to terminate our exclusive right to develop restaurants in the related development territory.

At our request, Carlson Restaurants Worldwide from time to time has agreed to amend the development
schedules to extend the time by which we were required to develop new restaurants in certain development
territories. We requested those amendments because we were unable to secure sites that we believed to be attractive
on favorable terms and conditions. Carlson Restaurants Worldwide may decline to extend the development
schedule in the future if we experience any difficulty in satisfving the schedule for any reason, including a shortage
of capital.

We may not be able to comply with all of the requirements ¢f our development agreements.

We expect to fulfill our obligations under the terms of our development agreements with Carlson
Restaurants Worldwide for the Southwestern and Midwest areas and for California. However, we can provide no
assurance that we will successfully fulfill these obligations.

We face risks associated with the acquisition and integration of the Redfish, Bamboo Club, and Alice
Cooper'stown restaurants, and any other acquired restaurants, with our existing operations.

We must integrate the operations of our Redfish, Bamboo Club, and Alice Cooper'stown restaurants with
our existing operations in order to enhance revenue, realize cost savings, and achieve anticipated operating
efficiencies. Because Redfish, Bamboo Club, and Alice Cooper'stown restaurants feature diverse menus served in
an upscale atmosphere, these restaurants present operating requirements that differ from our existing T.G.1. Friday's
restaurants. These requirements could result in unanticipated challenges to our management team. We may also
wish to acquire other complementary restaurant operations in the future.

We strive to take advantage of the opportunities created by the combination of acquired operations to
achieve significant revenue opportunities and substantial cost savings, including increased product offerings and
decreased operating expenses as a result of the elimination of duplicative facilities and personnel associated with
sales, marketing, administrative, and purchasing functions. Significant uncertainties, however, accompany any
business combination. We may not be able to achieve revenue increases; integrate facilities, functions, and
personnel in order to achieve operating efficiencies; or otherwise realize cost savings as a result of acquisitions. The
inability to achieve revenue increases or cost savings could have a material adverse effect on our business, financial
condition, and operating results.

We face risks associated with the expansion of our eperations.

The success of our business depends on our ability to expand the number of our restaurants, either by
developing or acquiring additional restaurants. Our success also depends on our ability to operate and manage
successfully our growing operations. OCur ability to expand successfully will depend upon a number of factors,
including the following:
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e the availability and cost of suitable restaurant locations for development;

e the availability of restaurant acquisition opportunities;

o the hiring, training, and retention of additional management and restaurant personnel;
e the availability of adequate financing;

e the continued development and implementation of management information systems;
e  competitive factors; and

e  general economic and business conditions.

Increased construction costs and delays resulting from governmental regulatory approvals, strikes, or work
stoppages, adverse weather conditions, and various acts of God may also affect the opening of new restaurants.
Newly opened restaurants may operate at a loss for a period following their initial opening. The length of this
period will depend upon a number of factors, including the time of the year the restaurant is opened, the sales
volume, and our ability to control costs.

We may not successfully achieve our expansion goals. Additional restaurants that we develop or acquire
may not be profitable. In addition, the opening of additional restaurants in an existing market may have the effect of
drawing customers from and reducing the sales volume of our existing restaurants in those markets.

We will need additional capital for expansion.

The development of new restaurants requires funds for construction, tenant improvements, furniture,
fixtures, equipment, training of employees, permits, initial franchise fees, and other expenditures. We expect that
cash flow from operations will be sufficient to develop the one new T.G.I. Friday's restaurant and the two new
Bamboo Club restaurants that we plan to open during 2003. We will require funds to develop additional T.G.1.
Friday's and Bamboo Club restaurants after 2003 and to pursue any additional restaurant development or restaurant
acquisition opportunities that may develop. As a result of our current financial capabilities (see “Liquidity and
Capital Resources” section for additional information), other than the one T.G.1. Friday’s location we currently have
under construction (Desert Ridge Mall, Arizona), we do not anticipate building additional T.G.I Friday’s locations
during 2003. With regard to our development agreement with Carlson Restaurants Worldwide (which requires the
development of five T.G. 1. Friday’s in 2003), we have every expectation, based on waivers and amendments
received in prior years, that we will be successful in obtaining the appropriate waivers for 2003.

In the future, we may seek additional equity or debt financing to provide funds so that we can develop or
acquire additional restaurants. Such financing may not be available or may not be available on satisfactory terms. If
financing is not available on satisfactory terms, we may be unable to satisfy our obligations under our development
agreements with Carlson Restaurants Worldwide or otherwise to expand our restaurant operations. While debt
financing will enable us to add more restaurants than we otherwise would be able to add, debt financing increases
expenses and is limited as to availability due to our financial results, and we must repay the debt regardless of our
operating results. Future equity financings could result in dilution to our stockholders.

We will be subject to the risks associated with franchising operations if we begin franchising the Redfish or
Bamboo Club concepts.

We will be subject to the risks associated with franchising if we begin franchising activities in the future. If
we develop a franchising program, our success as a franchisor will depend upon our ability to develop and
implement a successful system of concepts and operating standards and to attract and identify suitable franchisees
with adequate business experience and access to sufficient capital to enable them to open and operate restaurants in
a manner consistent with our concepts and operating standards. We cannot provide assurance that we would be able
to successfully meet these challenges as a franchisor. In addition, as a franchisor we would be subject to a variety of
federal and state laws and regulations, including Federal Trade Commission regulations, governing the offer and
sale of franchises. These laws and regulations could result in significant increased expenses and potential liabilities
for our company in the event we engage in franchising activities in the future.
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We face risks that affect the restaurant industry in general.

A variety of factors over which we have no control may affect the ownership and operation of restaurants.
These factors include adverse changes in national, regional, or local economic or market conditions; increased costs

of labor or food products; fuel, utility, and energy and other price increases; competitive factors; the number, density
and location of competitors; and changing demographics, traffic patterns, and consumer tastes, habits, and spending
priorities.

Third parties may file lawsuits against us based on discrimination, personal injury, claims for injuries or
damages caused by serving alcoholic beverages to an intoxicated person or to a minor, or other claims. As a multi-
unit restaurant operator, our business could be adversely affected by publicity about food quality, illness, injury, or
other health and safety concerns or operating issues at one restaurant or a limited number of restaurants operated
under the same name, whether or not we actually own or manage the restaurants in question. We cannot predict any
of these factors with any degree of certainty. Any one or more of these factors could have a material adverse effect
on our business.

Employees may file claims or lawsuits against us based on discrimination or wrongful termination or based
upon their rights created by the state laws wherein we do business. These claims or lawsuits could result in
unfavorable publicity and could have a material adverse effect on our business.

We face rising insurance costs.

The cost of insurance (workers compensation insurance, general liability insurance, health insurance, and
directors and officers liability insurance) has risen significantly in the past year and is expected to continue to
increase in 2003. In California, new legislation effective January 1, 2003, provides significantly increased benefits
and higher costs to companies for workers’ compensation claims. Approximately 50% of our owned restaurants are
in California. These increases could have a negative impact on our profitability if we are unable to make the
improvements in our operations that mitigate the effects of these increased costs.

We face intense competition.

The restaurant business is highly competitive with respect to price, service, and food type and quality.
Restaurant operators also compete for attractive restaurant sites and qualified restaurant personnel and managers.
Our restaurants compete with a large number of other restaurants, including national and regional restaurant chains
and franchised restaurant systems, as well as with locally owned, independent restaurants. Many of our competitors
have greater financial resources, more experience, and longer operating histories than we possess.

We depend upon our senior management.

Our success depends, in large part, upon the services of our senior management. The loss of the services of
any members of our senior management team could have a material adverse effect on our business.

We face risks associated with government regulation.

Various federal, state, and local laws affect our business. The development and operation of restaurants
depend to a significant extent on the selection and acquisition of suitable sites. These sites are subject to zoning,
land use, environmental, traffic, and other regulations of state and local governmental agencies. City ordinances or
other regulations, or the application of such ordinances or regulations, could impair our ability to construct or
acquire restaurants in desired locations and could result in costly delays.

The delay or failure to obtain or maintain any licenses or permits necessary for operations could have a
material adverse effect on our business. In addition, an increase in the minimum wage rate, employee benefit costs,
or other costs associated with employees could adversely affect our business. We also are subject to the Americans
with Disabilities Act of 1990 that, among other things, may require us to install certain fixtures or accommodations
in new restaurants or to renovate existing restaurants to meet federally mandated requirements.

Sales of alcoholic beverages represent an important source of revenue for each of our restaurants. The
temporary suspension or permanent loss or the inability to maintain a liquor license for any restaurant would have an

22



adverse effect on the operations of that restaurant. We do not plan to open a restaurant in any location for which we
believe we cannot obtain or maintain a liquor license.

We face increased expenditures of time and money associated with compliance with changing regulation of
corporate governance and public disclosure.

Keeping abreast of, and in compliance with, changing laws, regulations, and standards relating to corporate
governance and public disclosure, including the Sarbanes-Oxley Act of 2002, new SEC regulations, and Nasdaq
National Market rules, has required an increased amount of management attention and external resources. We
remain committed to maintaining high standards of corporate governance and public disclosure. As a result, we
intend to invest all reasonably necessary resources to comply with evolving standards, and this investment may
result in increased general and administrative expenses and a diversion of management time and attention from
revenue generating activities to compliance activities.

Litigation could have a material adverse effect on our business.

We are from time to time the subject of complaints or litigation from guests alleging food-borne illness,
injury or other food quality, health or operational concerns. We may be adversely affected by publicity resulting
from such allegations regardless of whether such allegations are valid or whether we are liable. We are also subject
to complaints or allegations from former or prospective employees from time to time. A Iawsuit or claim could
result in an adverse decision against us that could have a material adverse effect on our business.

We are subject to state “dram shop” laws and regulations, which generally provide that a person injured by
an intoxicated person may seek to recover damages from an establishment that wrongfully served alcoholic
beverages to such person. While we carry liquor liability coverage as part of our existing comprehensive general
lability insurance, we may still be subject to a judgment in excess of our insurance coverage and we may not be
able to obtain or continue to maintain such insurance coverage at reasonable costs, or at all.

The market price of our common stock has been volatile.

Historically, the market price of our common stock has been volatile. In the future, the market price of our
common stock will be subject to wide fluctuations as a result of a variety of factors, including the following:

e  quarterly variations in our operating resuits or those of other restaurant companies;

e changes in analysts' estimates of our financial performance;

e changes in national and regional economic conditions, the financial markets, or the restaurant industry;

e natural disasters; and

e  other developments affecting our business or other restaurant companies.

The trading volume of our common stock has been limited, which may increase the volatility of the market
price for our stock. In addition, the stock market has experienced extreme price and volume fluctuations in recent
years. This volatility has had a significant effect on the market prices of securities issued by many companies for
reasons not necessarily related to the operating performances of these companies.

According to NASDAQ rules, if the price of a company’s Common Stock falls below $1.00 for 20
consecutive trading days, NASDAQ will notify the company that its stock is subject to being de-listed. NASDAQ
can allow the company’s stock to remain listed and traded for up to six additional months based upon information
provided by the registrant of its actions in this regard. To date, we have not received any such formal notification.
If our stock price remains below $1.00, our stock may be de-listed.

Our management controls a significant portion of the voting power of our common stock.

Our directors and officers currently own, directly or indirectly, approximately 5,680,658 shares, or 40.2%,
of our outstanding common stock. These directors and officers also hold options to purchase an aggregate of
2,439,500 shares of common stock at exercise prices ranging from $1.88 to $5.81 per share. As a result, these
persons voting together will have significant voting power.
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The existence of stock options and warrants may adversely affect the terms of future financings.

Stock options to persons other than directors or officers to acquire an aggregate of 1,047,922 shares of
common stock currently are outstanding. An additional 821,000 shares of common stock have been reserved for
issuance upon exercise of options that may be granted under our existing stock option plans. In addition, warrants to
acquire 231,000 shares of common stock currently are outstanding. During the terms of those options and warrants,
the holders of those securities will have the opportunity to profit from an increase in the market price of our
common stock. The existence of options and warrants may adversely affect the terms on which we can obtain
additional financing in the future, and the holders of options and warrants can be expected to exercise those options
and warrants at a time when, in all likelihood, we would be able to obtain additional capital by offering shares of
common stock on terms more favorable to us than those provided by the exercise of such options and warrants.

Sales of large numbers of shares could adversely affect the price of our commeon stock.

Sales of substantial amounts of common stock in the public market, or even the potential for such sales,
could adversely affect prevailing market prices for our common stock and could adversely affect our ability to raise
capital. As of March 12, 2003, there were 14,141,928 shares of our common stock outstanding. All of these shares
are freely transferable without restriction under the securities laws, unless they are held by our "affiliates," as that
term is defined in the securities laws. Affiliates also are subject to certain of the resale limitations of Rule 144,
Generally, under Rule 144, each person that beneficially owns restricted securities with respect to which at least one
year has elapsed since the later of the date the shares were acquired from us or one of our affiliates may, every three
months, sell in ordinary brokerage transactions or to market makers an amount of shares equal to the greater of 1%
of our then-outstanding common stock or the average weekly trading volume for the four weeks prior to the
proposed sale of such shares.

We do not anticipate that we will pay dividends.

We have never paid any dividends on our common stock, and we do not anticipate that we will pay
dividends in the foreseeable future. We intend to apply any earnings to the expansion and development of our
business. In addition, the terms of our credit facilities limit our ability to pay dividends on our common stock.

ITEM 2. PROPERTIES

In January 2003, we entered into a 10-year lease renewal and modification agreement for our corporate
offices. This agreement increased the size of the existing space, allowing us to combine our three office locations
into one contiguous space. This will result in a reduction in total space leased and will provide a reduction in annual
rent expense. We believe that the leased space is adequate for our current and reasonably anticipated future needs.

We also lease space for all of our restaurants. The initial lease terms range from 10 to 20 years and usually
contain renewal options for up to 20 years. The leases typically provide for a fixed rental payment plus a percentage
of our revenue in excess of a specified amount.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we are subject to routine contract, negligence, employment related, and other litigation
in the ordinary course of business.

In January 2002, we were served with a lawsuit filed on behalf of a current employee, seeking damages,
under California law, for both missed breaks and missed meal breaks the employee alleges she did not receive. This
lawsuit seeks to establish a class action relating to our California operations. We intend to vigorously defend this
lawsuit, both on the merits of the employee’s case and the issues relating to class action status.

Other than the preceding, we are not subject to any pending litigation that we believe will have a material
adverse effect on our business or financial condition, results of operations or liquidity.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Not applicable.
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PART 11

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Our common stock has been quoted on the Nasdaq National Market under the symbol "MAIN" since 1992.
The following table sets forth the quarterly high and low sales prices of our common stock for the periods indicated
as reported by the Nasdaq National Market.

High Low
2001
First QUarter........occovveveecrrceniencreccrnecenneees $3.13 $2.50
Second QUArter........cvveveervcereerreer e 4.15 2.94
Third QUArET ......cccoceireeeeiienec e 591 3.35
Fourth Quarter.......c...cocvneininirireeecn e, 5.81 3.55
2002
First QUArter....cc.oocovveeerericerni et $6.00 $4.00
Second QUATET.......ccvvvivevverieciiiie e 6.37 5.73
Third Quarter .....ccocoeeeeiivieeeveeee e, 6.00 3.07
Fourth QUAarter......ccooeveevmineririsieenieseesier e 3.25 1.72
2003
First Quarter (through March 12, 2003).............. $2.12 $.70

On March 12, 2003, there were 889 holders of record of our common stock. On March 12, 2003, the
closing sale price of our common stock on the Nasdaq National Market was $.70 per share. See “The market price
of our common stock has been volatile” in the “Risk Factors” section, for de-listing considerations.

We have never declared or paid any cash dividends. We intend to retain any earnings to fund the growth of
our business and do not anticipate paying any cash dividends in the foreseeable future. In addition, our existing debt
obligations limit our ability to pay cash dividends.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following table sets forth selected consolidated financial data for our company for the periods
indicated. The selected consolidated financial data for each of the five fiscal years in the period ended December
30, 2002 has been derived from our consolidated financial statements, which have been audited by Arthur Andersen
LLP, our former independent accountants, for the period through December 25, 2000, and for the years ended
December 31, 2001 and December 30, 2002, by KPMG LLP, our current independent accountants.
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This data should be read in conjunction with, and are qualified by reference to, our consolidated financial
statements and the notes thereto and Item 7, "Management's Discussion and Analysis of Financial Condition and
Results of Operations" included elsewhere in this Report.

Fiscal Year Ended
(in thousands, except for per share amoumnts)

Dec. 30, Dec. 31, Dec. 25, Dec. 27, De¢. 28,

2042 2001 20600 1999 1998
Statement of Operations Data:
REVENUE ... s, $220,151 $211,823 $ 186,542 $ 140,294 $114,242
Restaurant operating expenses:
CoSt OF SAIES ...ovviviiveeririce et 61,270 59,139 53,671 39,960 33,242
Payroll and benefits.........ccoeeevniniinccniiiin e 67,603 64,435 55,971 42,405 33,701
Depreciation and amortization ...........cceeeevvvernreeenn. 7,895 7,845 7,490 4,664 3,730
Other operating eXpenses ......c..ccereecrrrerereercrireerenenons 63,912 61,285 52,008 38,923 31,004
Reduction of disputed liabilities.............cocoeeeeennnee. -- -- (1,591) -= --
Total restaurant operating eXpenses..........cooeevveuee, 202.680 192,704 167.549 125,952 101,677
Income from restaurant Operations .........c..ccoeveevenreneen. 17,471 19,119 18,993 14,342 12,565
Amortization of intangibles...........ccccevvrvvrrererrrnnen. 461 1,831 996 990 983
General and administrative eXpenses ..........ccocccvvene, 8,946 8,105 7,868 5,955 4,906
Pre-opening eXpenses.......oceevvverrenirrcenninnsscerenneenns 1,619 1,417 1,370 2,228 661
New manager training eXpenses.........cveveeeurernerenren, 1,820 1,676 1,914 1,748 731
Impairment charges and other...........cccvniviininnn, 7,943 3,453 (92) 494 a7n
Management fee iNCOME ..........voerveervreerrrnrenerinnienns -- _(432) (611) __(865) (1,082)
Operating income (1088} ......ooeieeriierenimvecirrensieneeeee, (3,31%8) 3,069 7,548 3,792 6,383
Interest expense and other, net (1..occcovviiecenninenns 3.950 3.825 3.620 2,604 2218
Income (loss) before income taxes ........cccevervveererreineen. (7,268) (756) 3,928 1,188 4,165
Income tax expense (benefit) (3) ...cocvvereeornnrirercrnnnen, 1,309 _(645) 250 50 --
Net income (J0SS)IN2) vvvrevierniireirre s $ 8577y $ (1) $ 3678 $ 970 $§ 4,165
Diluted earmings per share:
Net income (1088) (2)..c.evvrvecrrervieneinirrrenerrereseenanen: § (0.61) $ (0.01) $§ 033 $ 0.09 $ 039
Weighted average shares outstanding — diluted......... 14,105 14,048 11,117 10,407 10,608
Balance Sheet Data:
Working capital (deficiency)......coocevvecrrvrerrcenrnnns $(15028) $ (7,987) § (7,692) $(16,652) § (2,807)
TOtal SSELS ..ccuvereririiieiieiire et 112,395 112,462 108,261 86,525 70,255
Long-term debt, net of current portion..........c..c.cu..n. 51,998 47,232 44,395 31,513 28,264
Stockholders' equity ......oveeeieiviirreeniieeieerneeecsre e, 29,610 40,207 40,499 27,383 26,372

(1) Fiscal 2000 and 2002 includes a charge of $16,000 and $46,000, respectively, for early extinguishment of debt.

(2) Fiscal 1999 includes a charge of $168,000, or $0.02 per share, due to the cumulative effect of change in accounting
principle related to the adoption of SOP 98-5.

(3) Fiscal 2002 includes a full valuation allowance against deferred tax assets.

Quarterly Results of Operations

The following table presents unaudited consolidated statements of operations data for each of the eight
quarters in the period ended December 30, 2002. We believe that all necessary adjustments have been included to
present fairly the quarterly information when read in conjunction with our consolidated financial statements. The
operating results for any quarter are not necessarily indicative of the results for any subsequent quarter.
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Fiscal Quarter Ended
(In thousands, except per share amounts)

2002 2001
Apr. 1 July 1 Sept. 30 Dec. 30 Mar. 26 June 25 Sept. 24 Dec. 31
Revenue ....coovvcervevcniicciiincene $55,329 $57,898 $54,026 $52,898 $51,705 $53,229 $52,222 $54,667
Costof sales.........oocvreervviirinnnne 15,183 15,775 15,145 15,167 14,598 14,783 14,628 15,130
Income (loss) before income
TAXES 1vvevecarrerenese e enenns 1,557 1,541 (2,446) (7,920) 788 1,554 723 (3,821)

Net income (loss) (1) (2) (3)....... $ 1,268 $ 1,264 $(2,006) $(9,103) 3 788 $ 1,554 $ 723 $(3.176)

Net income (loss) per share
before income taxes.................. 0.1 0.1 0.17) (0.56) 0.06 0.1 0.0 (0.28)
Net income (loss) per share........ $ 009 3 009 $ 014 306 3 006 S001 5 005 £(023)

(1) Fourth quarter fiscal 2002 includes asset impairment charges and estimated lease termination fees of $6,337,000,
including an allocation of $860,000 of goodwill.

(2) Third quarter fiscal 2002 includes asset impairment charges of $1,206,000 and a write-down of land held for
sale of $400,000.

(3) Fourth quarter fiscal 2001 includes asset impairment charges of $1,838,000 and write-down of a management
agreement receivable of $1,615,000.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Background

We commenced our restaurant operations in May 1990 with the acquisition of four T.G.I. Friday's
restaurants in Arizona and Nevada. During the past twelve years, we have grown through acquisitions and
development of new restaurants. We currently own 71 restaurants and manage an additional four restaurants.

In 1996, we had a change in management and implemented a long-term business strategy to enhance our
financial position, to place more emphasis on our casual dining business in certain designated markets, and to
dispose of underperforming assets.

The first step was to strengthen our financial position by (i) the sale of 1,250,000 shares of common stock
for $2,500,000 through a private placement transaction in January 1997; (ii) the sale of five restaurants in northern
California in January 1997 for $10,800,000, of which $8,000,000 in proceeds were used to repay debt; (iii) new
borrowings of $21,300,000 with a repayment period of 15 years; and (iv) recording writeoffs related to the
disposition of various non-core assets and the write-down of certain core assets to realizable values. Proceeds from
the new borrowings were used primarily to pay off debt with shorter repayment periods.

We also renegotiated our development agreements with Carlson Restaurants Worldwide, Inc. to reduce the
number of T.G.I. Friday's restaurants we were required to build, with the intent to focus on those development
territories that were most economically favorable.

We strengthened our operations and commenced expansion plans, principally through developing T.G.L
Friday's restaurants. This expansion was financed by borrowings from various lenders.

In 1999, we acquired our Redfish restaurants and in 2000 we acquired the Bamboo Club restaurants and
concept. The Bamboo Club acquisition was financed in part with cash raised by a rights offering to stockholders in
2000.

In 2001, we entered into a new loan with Bank of America for $15,000,000, which was sufficient to fund
all of the T.G.1. Friday's restaurants completed by June 2002. We executed an interest rate swap and locked in our
interest rate on $12,500,000 of the loan total. We believe that this is a favorable rate, as our existing financing is at a
higher rate, and that this portion of the loan will be sufficient to fund our current construction and expansion of
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T.G.1. Friday's restaurants. The interest rate is performance based and indexed to the LIBOR rate plus a
predetermined spread based upon our adjusted senior funded debt (as defined in the loan documents) to EBITDA.
As of December 30, 2002, the interest rate was 8.5%. The interest rate swap qualifies as a cash flow hedge in
accordance with SFAS No. 133. On a quarterly basis, we adjust the fair market value of the swap on the balance
sheet and offset the amount of the change to other comprehensive income.

In 2001, operations were impacted by soft economic conditions, especially in the fourth quarter and
subsequent to the September 11" attacks on America. These conditions halted our positive same store sales increase
record at 18 consecutive quarters and predicated the fourth quarter impairment write-down of five owned restaurants
and the management agreement receivable impairment write-down for six stores we managed in Northern California
and El Paso, Texas. The total impairment charges were $3,453,000, of which $1,838,000 related to owned assets
and $1,615,000 related to the management agreement receivable impairment. We also faced two distinctive
challenges in our T.G. L. Friday’s California market, which affected operational profitability: (i) a $0.50 per hour
minimum wage increase effective January 1, 2001, and (ii) controlling escalating utility prices. To effectively
combat these challenges, we implemented a new labor program for our top store managers to manage multiple
locations, where it was geographically efficient; and we implemented utility programs to measure optimum usage
and to ensure cost efficiency.

We opened seven new restaurants in 2001, including three T.G.1.Friday’s, one Redfish, and three Bamboo
Club locations. The T.G.I. Friday’s restaurants are located in West Albuquerque, New Mexico; Roseville,
California (Sacramento area); and Porter Ranch, California (Los Angeles area). The Redfish restaurant is located in
North Scottsdale, Arizona; and the Bamboo Club restaurants are located in Tampa, Florida; Wellington, Florida
(West Palm Beach area); and Tempe, Arizona (Phoenix area).

We opened six new restaurants in 2002, including one T.G.I. Friday's and one Redfish in Chandler,
Arizona; three Bamboo Clubs in Tucson, Arizona, Newport, Kentucky, and King of Prussia, Pennsylvania; and one
Alice Cooper'stown in Cleveland, Ohio in the location formally occupied by an underperforming Redfish restaurant
we closed. In addition, we closed an underperforming Redfish in San Diego, California and subleased the premises
to a local San Diego nightclub operator. We also closed underperforming T.G.1. Friday's restaurants in Kansas City,
Missouri and in El Paso, Texas.

During the third quarter of 2002, we recorded charges for (i) the write-down of land held for sale of
$400,000 and (ii) impairment charges and other of $1,206,000, including asset impairment for an under-performing
restaurant location that was closed, an allocation of $300,000 of goodwill and $95,000 in lease cancellation charges
related to this closure.

In the fourth quarter of 2002, in response to a difficult and soft national economy, we decided (i) we would
terminate several existing leases for Bamboo Club locations, where we have not yet built a restaurant; (ii) we would
not renew leases for restaurants whose lease terms expired in 2003, and (iii) we would record impairment charges
for under-performing restaurants. The asset impairment and estimated lease termination fees recorded in the fourth
quarter of 2002 were $6,037,000, including an allocation of $860,000 of goodwill.

Critical Accounting Policies

The preparation of consolidated financial statements in conformity with accounting principles generally
accepted in the United States requires us to make a number of estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements. Such estimates and assumptions affect the reported amounts of revenues and expenses during the
reporting period. On an ongoing basis, we evaluate our estimates and assumptions based upon historical experience
and various other factors and circumstances. We believe our estimates and assumptions are reasonable in the
circumstances; however, actual results may differ from these estimates under different future conditions.

We believe that the estimates and assumptions that are most important to the portrayal of our financial
condition and results of operations, in that they require management’s most difficult, subjective or complex
judgments, form the basis for the accounting policies deemed to be most critical to our operations. These critical
accounting policies relate to the valuation and amortizable lives of long-lived assets, goodwill, and to other
identifiable intangible assets, valuation of deferred tax assets, reserves related to self-insurance for workers
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compensation and general liability, and recognition of stock based employee compensation. These policies are as
follows:

(1) We periodically perform asset impairment analysis of long-lived assets related to our restaurant
locations, goodwill, and other identifiable intangible assets. We perform these tests whenever we experience a
“triggering” event, such as a decision to close a location or major change in the locations operating environment, or
other event that might impact our ability to recover our asset investment. Also, we have a policy of reviewing the
financial operations of our restaurant locations on at least a quarterly basis. Locations that are not meeting
expectations are identified and continue to be watched closely throughout the year. Primarily in the fourth quarter,
actual results are reviewed and budgets for the ensuing year are analyzed. If we deem that a locations results will
continue to be below expectations, alternatives for its continued operation are considered. At this time, we perform
an asset impairment test, if it is determined that the asset’s fair value is less than book value and we will be unable to
recover our investment through operations, an impairment charge is recorded. Upon an event such as a formal
decision for abandonment (restaurant closure), we may record additional impairment of assets and an allocation of
goodwill if the location was one that was acquired. Any carryover basis of assets is depreciated over the respective
remaining useful lives.

(2) Periodically we record (or reduce) the valuation allowance against our deferred tax assets to the amount
that is more likely than not to be realized, based upon recent past financial performance, tax reporting positions and
expectations of future taxable income.

(3) We use an actuarial based methodology utilizing our historical experience factors to periodically adjust
self-insurance reserves for workers compensation and general liability claims and settlements. These estimates are
adjusted based upon annual information received in July of each year in connection with policy renewals. Estimated
costs for the following year are accrued on a monthly basis and progress against this estimate is reevaluated based
upon actual claim data received each quarter.

(4) We use the method of accounting for employee stock options allowed under APB Opinion 25 and have
adopted the disclosure provisions of SFAS No. 123, which require pro forma disclosure of the impact of using the
fair value at date of grant method of recording stock-based employee compensation.

We believe estimates and assumptions related to these critical accounting policies are appropriate under
the circumstances; however, should future events or occurrences result in unanticipated consequences, there could
be a material impact on our future financial condition or results of operations.

Results of Operations

The following table sets forth, for the periods indicated, the percentages that certain items of income and
expense bear to total revenue:
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Fiscal Year Ended

December 30, December 31, December 25,

2002 2001 2000
REVENUE ...ttt e 100.0% 100.0% 100.0%
Restaurant operating expenses:
Cost 0F SAlES c..eouiriiiiiie i 27.8 27.9 28.8
Payroll and benefits........cccccceerinencninicniiirc e, 30.7 304 30.0
Depreciation and amortization ...........cccoecevrvvecvrveriecennen 3.6 3.7 4.0
Other operating eXpPenSes .......ccevererreeererreerersresreeerseserees 29.9 28.9 279
Reduction of disputed liabilities.........cc.cooveenerninccnennanas - - _(0.9)
Total restaurant operating €Xpenses ...........occeverrereerecnenee 92.1 91.0 898
Income from restaurant OPerations ..........ccceveeeereeereererennenas 7.9 9.0 10.2
Amortization of intangibles .........ccvcereevnrrerccicinans 0.2 0.9 0.6
General and administrative eXpenses............cccervrerercerenenn 4.1 3.8 4.2
Preopening eXpenses.......c.cuieerieecrerinennneenene s 0.7 0.7 0.7
New manager training €Xpenses.........ccoevvrvercreerernreereerens 0.8 0.8 : 1.0
Impairment charges and other.........c.ccoeccivinicencinnnnn. 3.6 1.6 0.0
Management fee INCOME .......ccvvvievverrerrrerererneseneeeeenenee s I _(0.2) _(0.3)
Operating income (10SS)......cccccirevrnrereernnmeercererinreecionnennes (1.5) 1.4 4.0
Interest expense and other, net.........occooceenivcinininceicnncenee _18 _1.8 _19
Income (loss) before INCOME taxes ......ccoceeeverrrecrerernencans 3.31)% (0.4Y% _2.1%

Fiscal 2002 Compared to Fiscal 2001

Revenue for the fiscal year ended December 30, 2002 increased 3.9% to $220.2 million compared with
$211.8 million for the year ended December 31, 2001. This increase was primarily a result of opening six new
restaurants in 2002 and the full year of revenues for the seven restaurants opened in 2001. Same-store sales
increased 0.4% for fiscal 2002 as compared with an increase in same-store sales of 1.9% for 2001. Same-stores
sales percentages represent sales for stores that have been open for at least 18 months. Revenue from alcoholic
beverages accounted for 24.4% of revenue in 2002 and 24.2% in 2001.

Cost of sales as a percentage of revenue decreased slightly to 27.8% in 2002 from 27.9% in 2001. This
decrease was due primarily to lower prices on certain proteins and partially offset by higher costs for produce,
seafood, and grocery products.

Payroll and benefit costs increased as a percentage of revenue to 30.7% in 2002 from 30.4% for the
comparable period in 2001. This increase was primarily due to a $0.50 per hour minimum wage increase in our
California market effective January 1, 2002, and increases in management labor and benefits resulting from lower
turnover. As discussed below, new manager labor expense is charged to the new manager training expense account.
Therefore, when turnover is lower, less labor is charged to the new manager training expense account and more
labor remains in the payroll and benefits account. Payroll and benefits increases were also the result of higher health
insurance costs.

Depreciation and amortization before income from restaurant operations includes depreciation of restaurant
property and equipment and amortization of franchise fees and liquor licenses. Depreciation and amortization
decreased as a percentage of revenue to 3.6% in 2002 from 3.7% for the comparable period in 2001, primarily due to
a reduction in depreciation expense due to the impairment of assets for several under-performing locations recorded
in December 2001, and additional asset impairments recorded in the third quarter of 2002.

Other operating expenses include rent, real estate taxes, common area maintenance charges, advertising,
insurance, maintenance, and utilities. Cther operating expenses increased as a percentage of revenue to 29.9% in
2002 from 28.9% for the comparable period in 2001. The increase was due primarily to additional unit level
advertising costs, store rent increases related to new store openings, and marketing fee increases. The franchise
agreements between Carlson Restaurants Worldwide and our company require a 4% of net sales royalty and up to a
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4% of net sales marketing contribution. Each year we contribute to a T.G.1. Friday's national marketing pool. In
2001, the pool contribution was 2.1% of net sales for the first three fiscal quarters and 1.7% of net sales for the
fourth quarter. The pool contribution percentage decreased because Carlson Restaurants Worldwide cancelled its
T.G.1. Friday’s national advertising campaign for the entire fourth quarter of 2001. In 2002, the contribution to the
fund was 2.7% of sales, resulting in an increase over the prior year. This contribution offsets a portion of our general
4% marketing requirement.

Depreciation and amortization after income from restaurant operations includes depreciation of corporate
property and equipment, amortization of identifiable intangibles, and amortization of goodwill as applicable.
Depreciation and amortization decreased as a percentage of revenue to 0.2% in 2002 from 0.9% for the comparable
period in 2001, as a result of the elimination of goodwill amortization under SFAS No. 142, effective as of January
1, 2002.

General and administrative expenses increased as a percentage of revenue to $8,946,000, or 4.1% in 2002
from $8,105,000, or 3.8% for the comparable period in 2001. The increase was due primarily to increases in
salaries, benefits and travel related to building of the Bamboo Club infrastructure and increases in technology
support costs, higher legal costs and higher rent due to additional office space.

Pre-opening expenses were $1,619,000, or 0.7% of revenue, at December 30, 2002 as compared to
$1,417,000, or 0.7% of revenue, for the year ended December 31, 2001. Although we opened six stores in 2002
compared to seven stores in 2001, our expenses were higher in 2002 due primarily to incurring costs in 2002 for
new store openings in 2003, combined with increases in employee recruiting and training, new store opening team
travel, and promotional events. The majority of pre-opening expenses occur during the two months prior to opening
a store.

New manager training expenses are those costs incurred in training newly hired or promoted managers, as
well as those costs incurred to relocate those managers to permanent management positions. New manager training
expenses were $1,820,000, or 0.8% of revenue, for the year ended December 31, 2002 as compared with
$1,676,000, or 0.8% of revenue, for the period in 2001. Although new manager training expenses were consistent as
a percentage of revenue, the increases in 2002 were primarily the result of new store openings in 2002 compared to
2001 and expenses incurred in 2002 related to new stores to be opened in early 2003.

In 2002, the impairment charges and other account included the impairment of certain leasehold
improvements and other operating assets. The account included (i) $3,908,000 to primarily reduce the carrying value
of these assets on under-performing locations to their estimated fair value, (ii) $1,160,000 of goodwill allocated to
one closed location (Kansas City, Missouri), and two impaired California locations where we have decided not to
renew the lease when the initial terms expire in 2003, (iii) $760,000 in lease cancellation charges and $415,000 in
asset write downs for three Bamboo Club locations that we have elected not to open, and (iv) lease cancellation
costs of $1,300,000 for one location where we decided to cancel a lease early (Leawood, KS). During the third
quarter of 2002, we also reduced the value of the land and building we are holding for sale in El Paso, Texas by
$400,000. During the fourth quarter of 2001, we recorded an impairment expense of $1,615,000 against a
management agreement with CNL.

Under management agreements, we manage four T.G.I. Friday’s stores in Northern California and managed
one T.G. 1. Friday’s store in El Paso, Texas. During the fourth quarter 2002, the El Paso, Texas location was closed.
Under these agreements, we are entitled to a management fee if certain cash flow levels are achieved. Based on the
cash flow provisions of the management agreements, we were unable to record management fee income during 2002
compared to $432,000, or 0.2% of revenue, in 2001.

Interest expense and other, net was approximately $3,950,000, or 1.8% of revenue in 2002 compared with
$3,825,000, or 1.8% of revenue in 2001. Although we incurred additional debt and a corresponding increase in
interest expense in 2002, the increased expenses compared with 2001 were offset by more favorable interest rate
conditions on our variable interest rate debt. As of December 30, 2002, approximately 59% of our total debt was
tied to variable interest rates. During the years ended December 30, 2002 and December 31, 2001 we had average
outstanding borrowings of $54,200,000 and $48,300,000, respectively, with effective interest rates of 7.3% and
7.9%, respectively.
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As a result of a substantial net loss during 2002, we provided an additional valuation allowance to fully
reserve all of its net deferred tax asset. An income tax benefit of $645,000 was recorded in 2001 because we offset
net operating loss carryforwards against taxable income. We were in a taxable income situation in 2001 due to the
recognition of various timing differences from 2000. At December 30, 2002, we had approximately $7,463,000 of
net operating loss carryforwards and tax credit carryforwards available to offset future income for federal income
tax purposes.

Fiscal 2001 Compared to Fiscal 2000

Revenue for the fiscal year ended December 31, 2001 increased 13.6% to $211.8 million compared with
$186.5 million for the year ended December 25, 2000. This increase was primarily a result of opening seven new
restaurants in 2000 and seven new restaurants in 2001. Same-store sales increased 1.9% for fiscal 2001 as compared
with an increase in same-store sales of 5.1% for the comparable period in 2000. Same-stores sales percentages
represent sales for stores that have been open for at least 18 months. Revenue from alcoholic beverages accounted
for 24.5% of revenue in 2001 and 24.4% in 2000.

Cost of sales as a percentage of revenue decreased to 27.9% in 2001 from 28.8% in 2000. This decrease
from the comparable period in 2000 resulted from multiple factors. Food costs were higher in 2000 because we
were required to find alternative food suppliers to replace Ameriserve, our primary food supplier who declared
bankruptcy in the first quarter of 2000. Additionally, we experienced increased food costs in 2001 due to sales mix
changes and increases in meat and cheese costs. We offset these increases through improved operations, better
margins on alcohol sales, and maturing relationships with our suppliers that led to more favorable contract terms.

Payroll and benefit costs increased as a percentage of revenue to 30.4% in 2001 from 30.0% for the
comparable period in 2000. This increase was primarily due to a $0.50 per hour minimum wage increase in our
California market effective January 1, 2001 and higher management labor and benefits resulting from lower
turnover. As discussed below, new manager labor expense is charged to the new manager training expense account.
Therefore, when turnover is lower, less labor is charged to the new manager training expense account and more
labor remains in the payroll and benefits account.

In total, depreciation and amortization increased as a percentage of revenue to 4.1% in 2001 from 4.0% for
the comparable period in 2000. The increase was due primarily to the number of new restaurants we opened in 2000
and 2001.

Other operating expenses include rent, real estate taxes, common area maintenance charges, advertising,
insurance, maintenance, and utilities. In addition, the franchise agreements between Carlson Restaurants Worldwide
and our company require a 4% of net sales royalty and a 4% of net sales marketing contribution. Each year we
contribute to a T.G.I. Friday's national marketing pool. In 2000, the pool contribution was 2.1% of net sales. In
2001, the pool contribution was 2.1% of net sales for the first three fiscal quarters and 1.7% of net sales for the
fourth quarter. The pool contribution percentage decreased because Carlson Restaurants Worldwide cancelled its
T.G.I. Friday’s national advertising campaign for the entire fourth quarter of 2001. This contribution offsets a
portion of our general 4% marketing requirement. Cther operating expenses increased as a percentage of revenue to
28.9% in 2001 from 27.9% for the comparable period in 2000. The increase was due primarily to additional unit
level advertising efforts, store rent increases, and additional energy and workers’ compensation costs, especially in
California.

Reduction of disputed liabilities in 2000 represents the one-time settlement proceeds paid to us for the
Ameriserve bankruptcy claim. Ameriserve was our primary food supplier until they declared bankruptcy in the first
quarter of 2000.

Amortization of intangible expenses include amortization on capitalized liquor licenses, loan financing
fees, franchise fees, and goodwill. These amortization expenses decreased as a percentage of revenue to 0.5% in
2001 from 0.6% for the comparable period in 2000. The decrease in 2001 was primarily due to spreading a small
increase in fixed expenses over a larger revenue base.

General and administrative expenses decreased as a percentage of revenue to $8,105,000, or 3.8% in 2001

from $7,868,000, or 4.2% for the comparable period in 2000. The decrease was primarily due to reduced legal fees
and recruiting expenses as we hired both an in house attorney and recruiter during 2001. In addition, reduction in
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travel expenses related to postponing all non-mandatory travel during the fourth quarter of 2001 after the events of
September 11 contributed to the overall decrease.

Pre-opening expenses of $1,417,000, or 0.7% of revenue, were charged to operations during the year ended
December 31, 2001 as compared to $1,370,000, or 0.7% of revenue, being charged to operations during the year
ended December 25, 2000. The increase was due to the opening of two Bamboo Clubs outside of our Phoenix,
Arizona market (Central Florida) that resulted in additional travel expenses for our new store opening teams.

New manager training expenses are those costs incurred in training newly hired or promoted managers, as
well as those costs incurred to relocate those managers to permanent management positions. These expenses
decreased to $1,676,000, or 0.8% of revenue, for the year ended December 31, 2001 as compared to $1,914,000, or
1.0 % of revenue, for the year ended December 25, 2000 primarily as a result of lower turnover.

In 2001 and 2000, impairment charges and other included the impairment of certain leasehold
improvements and other operating assets in accordance with SFAS No. 121. The charges amounted to $1,838,000
in 2001 and $832,000 in 2000, to reduce the carrying value of these assets to their estimated fair value. In addition,
we recorded an impairment expense of $1,615,000 in the fourth quarter of 2001 against a management agreement
with CNL for six under-performing locations we managed in Northern California and one location in El Paso,
Texas. Other charges in 2000 included the final settlement proceeds of $924,000, net, received from the City and
County of San Francisco, California in connection with condemnation proceedings against a restaurant we owned.

Management fee income represents 3% of store gross revenue charged to five T.G.I. Friday’s locations we
managed in Northern California and one location in El Paso, Texas for CNL. Based on the impairment of the
management agreement in the fourth quarter of 2001, we did not record any management fee income for the fourth
quarter of 2001.

Interest expense and other, net was approximately $3,825,000 in 2001 compared with $3,615,000 in 2000.
The net expense decreased as a percentage of revenue to 1.8% in 2001 from 1.9% for the comparable period in
2000. Although we incurred additional debt and a subsequent increase in interest expense in 2001, the increased
expenses compared with 2000 were offset by more favorable interest rate conditions on our variable interest rate
debt. As of December 31, 2001, approximately 50% of our total debt was tied to variable interest rates. During the
years ended December 31, 2001 and December 25, 2000 we had average outstanding borrowings of $48,300,000
and $42,300,000, respectively, with effective interest rates of 7.9% and 8.5%, respectively.

An income tax benefit of $645,000 was recorded in 2001 because we offset net operating loss
carryforwards against taxable income. We were in a taxable income situation in 2001 due to the recognition of
various timing differences from 2000. In 2000, we recorded a $250,000 expense related to state income taxes due in
certain states where net operating loss carryforwards were no longer available to us.

Liquidity and Capital Resources

Our primary use of funds over the past five years has been for the acquisition of existing T.G.I. Friday's
restaurants, the development of new T.G.I. Friday's restaurants, and the acquisition and development of the Redfish
and Bamboo Club restaurants and concepts. These acquisitions were financed principally through a new stock
(rights offering) issuance, the issuance of long-term debt, and internally generated cash.

In October 2002, we renewed a 35 million revolving line of credit with Comerica Bank. The agreement
contained financial covenants which limit the amount of total debt we can incur. We did not borrow any amounts
under this line and had no amounts outstanding at December 30, 2002. Because of the restrictions placed by the
financial covenants of this agreement, we cancelled this agreement in March 2003.

In July 2002, we amended our Bank of America development facility to provide for an additional
$1,000,000 in financing. During 2002, we borrowed an additional $9,465,000 to fund construction on two locations
(T.G.1. Friday’s San Tan, Chandler, Arizona and Porter Ranch, California) and to refinance two existing locations
(T.G. 1. Friday’s Cerritos, California and Oxnard, California) for which we paid off higher rate debt. By September
30, 2002, we had fully utilized our development facility with Bank of America. We are currently in negotiations
with Bank of America to finance the T. G. I. Friday’s location being built at Desert Ridge Mall, Arizona.
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In October 2002, we secured a $15 million financing commitment through GE Franchise Finance. The
terms include $6 million for financing of equipment and leasehold improvements for the seven Bamboo Clubs al-
ready open and approximately $9 million for new Bamboo Club development. At December 30, 2002, there were
no amounts borrowed under this commitment.

All of our loan agreements contain various financial covenants that are generally measured at the end of
each quarter. At December 30, 2002, we met all of the financial covenants for all debt agreements, with the excep-

tion of one covenant with Comerica Bank with whom we had a $5.0 million line of credit. Due to the restrictive
covenants contained in this agreement, at December 30, 2002 we were unable to utilize the line of credit. Since we
were required to pay a non-use fee under this financing agreement, we made the decision to cancel this line in March
2003. Our recent operations have been negatively impacted by an economic slow down, and resulting same-store
sales declines. We have reduced new store development, and cancelled certain leases on locations where construc-
tion has not yet begun to reduce the need for capital. If the economic trend worsens, coupled with the new restau-
rant development planned in 2003, and resulting borrowings to finance the cost of building these new restaurants,
we may violate one or more of these covenants with any one of our lenders at the end of the second quarter of 2003.
Based on our debt covenants, at December 30, 2002, we have no significant borrowing capabilities under any of our
debt agreements. Some of our financial covenants are dependant upon profitable operations and limit the total
amount of debt we can have outstanding. If economic conditions remain depressed, this could have a material ad-
verse effect on our business and prevent us from having the cash availability to fund our new restaurant develop-
ment.

We believe we will remain in compliance with our current debt agreements or will receive the necessary
modifications, if needed, to our debt covenants, and if there is an improvement in the general economic conditions in
our key markets, we believe that our current cash resources, additional debt financing commitments, sale of assets,
and expected cash flows from operations will be sufficient to fund our planned development through 2003. As dis-
cussed previously discussed, other than the one T.G. I. Friday’s we currently have under construction (Desert Ridge
Mall, Arizona), we do not anticipate building additional T.G. I. Friday’s during 2003. With regard to our develop-
ment agreement (which requires the development of five T.G. 1. Friday’s locations in 2003), we have every expecta-
tion, based on amendments and waivers received in prior years, that we will receive the appropriate waivers for
2003. We believe we may need to obtain capital to fund additional growth beyond 2003. Potential sources of any
such capital include bank financing, strategic alliances, and additional offerings of our equity or debt securities. We
cannot provide assurance that such capital will be available from these or other potential sources, and the lack of
capital could have a material adverse effect on our business.

Net cash flows from operating activities were $9,195,000 in 2002, and $12,529,000 in 2001, and
$3,824,000 in 2000. These were supplemented by net cash flows from financing of $5,538,000 in 2002, $3,864,000
in 2001, $22,496,000 in 2000, which we used to fund our acquisitions and development of new restaurants.

Net cash used in investing activities was $18,578,000 in 2002, $11,492,000 in 2001, and $24,810,000 in
2000, which we used primarily to fund property and equipment purchases for our new restaurants and to acquire
franchise rights and goodwill related to both the purchase and opening of new restaurants. These amounts were
offset by cash received from the sale of assets related to our sale-leaseback transactions.

Our current liabilities exceed our current assets due in part to cash expended on our development
requirements and because the restaurant business receives substantially immediate payment for sales, while payables
related to inventories and other current liabilities normally carry longer payment terms, usually 15 to 30 days. At
December 30, 2002, we had a working capital deficit of approximately $15,028,000.

At December 30, 2002, we had a cash balance of $5,621,000, long-term debt of $51,998,000 and current
portion of long-term debt of $3,502,000. Monthly cash receipts have been sufficient to pay all obligations as they
become due.

Approximately $16,535,000 of this debt is a term Joan comprised of five notes payable to one lender.
Three of the notes bear interest at 9.5% per annum and two of the notes bear interest at the one month LIBOR rate
plus 320 basis points. The notes mature on May 1, 2012.
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During November 1999, we entered into two working capital revolving loan agreements with another
lender. One agreement provides for a maximum of $8,050,000 to finance up to 80% of the costs to develop seven
T.G.L Friday's restaurants. Borrowings under this agreement will mature in 10 years. These borrowings are secured
by the assets financed with the borrowings and are guaranteed by certain of our subsidiaries. The other agreement
provides for a maximum of $3,150,000 to finance 80% of the costs to furnish and equip seven T.G.I. Friday's
restaurants. Borrowings under this agreement are secured by the assets financed with the borrowings and will
mature in seven years. Borrowings under both agreements bear interest at 2.65% over the "30-Day Dealer
Commercial Paper Rate," as defined in the agreements, or a combined rate of 3.95% at December 30, 2002. At
December 30, 2002, we had outstanding borrowings of $5,484,985 under these agreements. These agreements
include covenants related to our fixed charge coverage ratio and debt to adjusted cash flow ratio. We were in
compliance with these covenants at December 30, 2002.

The remainder of our long-term debt consists of notes payable to various lending institutions. These notes
bear interest at rates ranging from 3.9% to 10.6% and mature at various times over the next 15 years.

We lease all of our restaurants with terms ranging from 10 to 20 years. Our future debt, lease, and purchase
obligations are summarized by year as follows (in thousands):

Contractual Obligations and Commitments:

Total Less than One to Three  Three to five Greater
one year years years than five
years
Debt Maturities $ 55,500 $ 3,502 $ 7,960 $ 9,150 $ 34,888
Minimum Lease Commitments 129,221 11,499 21,065 18,935 71,722
Purchase Commitments 2,511 2,511 -- -- --
Total $187,232 $17,512 $ 29,025 $ 28,085 $112.610

Minimum lease commitments represent operating leases, which are off-balance sheet financings. We have no
other off-balance sheet financings. A default under a lease agreement could result in damages or the acceleration of
amounts due under the lease. Total purchase commitments include remaining construction costs for the three
restaurants currently under construction (one T. G. I. Friday’s at Desert Ridge Mall, Arizona, and the two Bamboo
Club restaurants one in Novi, Michigan and one at Desert Ridge Mall, Arizona).

As a result of our substantial loss in 2002, we submitted a quick refund application to the Internal Revenue
Service for refund of an overpayment of federal taxes of approximately $850,000.

We believe that our current resources and expected cash flows from operations will be sufficient to fund out
capital needs and debt maturities during the next 12 months. Prolonged future adverse geopolitical and economic
conditions could have a material adverse effect on our financial capabilities.

New Accounting Pronouncements

During 2002, we adopted the provisions of SFAS No. 142 which eliminates the amortization of all existing
and newly acquired goodwill on a prospective basis and requires companies to assess goodwill impairment, at least
annually, based on the fair value of the reporting unit. As of the date of adoption, January 2002, we had
unamortized goodwill of $25,149,000 that is subject to the transition provisions of SFAS Nos.141 and 142.
Accumulated amortization related to goodwill is $5,914,000 as of the date of adoption. During 2002, we wrote off
$1,160,000 of allocated goodwill associated with one closed location (Kansas City, Missouri) and two impaired
locations (Palm Desert, California and Citrus Heights, California). After this goodwill write off, at December 30,
2002, we performed a valuation in accordance with SFAS No.142 for the purpose of determining the amount of
goodwill impairment. Based on the results of the valuation, no additional impairment was required. Additionally,
during 2002, we reclassified $994,000 of goodwill to franchise area goodwill which is classified as an intangible
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asset that requires amortization under SFAS No.142. Franchise area goodwill represents the estimated value the
company paid to acquire the franchise rights to develop restaurants in certain locations, at the date of original
purchase. As a result of these transactions, net goodwill was $22,995,000 at the end of 2002.

During 2002, we adopted SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets,
which addresses financial accounting and reporting for the impairment or disposal of long-lived assets. While
Statement No. 144 supersedes Statement No. 121, Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of, it retains many of the fundamental provisions of that Statement. In 2002, we
recognized asset impairments of $4,454,000 on under-performing properties.

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections. This Statement rescinds the requirement to
report gains and losses from extinguishment of debt as an extraordinary item. Additionally, this statement amends
Statement 13 to require sale-leaseback accounting for certain lease modifications that have economic effects similar
to sale-leaseback transactions. The provisions of this statement relating to Statement 4 are applicable in fiscal years
beginning after May 15, 2002. The provisions of this Statement related to Statement 13 are effective for
transactions occurring after May 15, 2002. All other provisions of this Statement are effective for financial
statements issued on or after May 15, 2002. We adopted FASB No. 145 related to Statement No. 4 for year ended
December 30, 2002; the implementation of this statement did not have a material effect on our financial statements.
The adoption of SFAS No. 145 related to Statement No. 13 had no effect on our financial statements for the year
ended December 30, 2002.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Ac-
tivities. SFAS No. 146 nullifies Emerging Issues Task Force (EITF) Issue No. 94-3, “Liability Recognition for Cer-
tain Employee Termination Benefits and Other Costs to Exit an Activity”. For purposes of this Statement, an exit
activity includes, but is not limited to, a restructuring as that term is defined in IAS 37, “Provisions, Contingent Li-
abilities, and Contingent Assets”. The Statement is effective for exit or disposal activities initiated after December
31, 2002. If we have restructuring activities in the future, we will adopt SFAS No. 146.

In December 2002, the FASB issued SFAS No. 148, Accounting for stock-based compensation-Transition
and disclosure. This statement amends prior statements to provide alternative methods of transition for an entity that
voluntarily changes to fair value based method of accounting for stock based employee compensation. We did not
adopt the cost recognition method of recording stock-based employee compensation under SFAS No. 123 (which
adoption was and remains optional), however, we provide the pro forma disclosures in notes to our annual financial
statements as if we had adopted the cost recognition method under SFAS 123. We will adopt the new required dis-
closures about those effects in future interim financial information.

In June 2001, FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations. SFAS No. 143
requires the Company to record the fair value of an asset retirement obligation as a liability in the period in which it
incurs a legal obligation associated with the retirement of tangible long-lived assets that result from the acquisition,
construction, development, and/or normal use of the assets. The Company also records a corresponding asset that is
depreciated over the life of the asset. Subsequent to the initial measurement of the asset retirement obligation, the
obligation will be adjusted at the end of each period to reflect the passage of time and changes in the estimated fu-
ture cash flows underlying the obligation. The Company is required to adopt SFAS No. 143 on January 1, 2003. The
adoption of SFAS No. 143 is not expected to have a material effect on the Company’s financial statements.

In November 2002, the FASB issued Interpretation No. 45, Guarantor’s Accounting and Disclosure Re-
quirements for Guarantees, Including Indirect Guarantees of Indebtedness to Others, an interpretation of FASB
Statements No. 5, 57 and 107 and a rescission of FASB Interpretation No. 34. This Interpretation elaborates on the
disclosures to be made by a guarantor in its interim and annual financial statements about its obligations under guar-
antees issued. The Interpretation also clarifies that a guarantor is required to recognize, at inception of a guarantee,
a liability for the fair value of the obligation undertaken. The initial recognition and measurement provisions of the
Interpretation are applicable to guarantees issued or modified after December 31, 2002 and are not expected to have
a material effect on the Company’s financial statements. The disclosure requirements are effective for financial
statements of interim and annual periods ending after December 15, 2002.
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In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities, an in-
terpretation of ARB No. 51. This Interpretation addresses the consolidation by business enterprises of variable inter-
est entities as defined in the Interpretation. The Interpretation applies immediately to variable interests in variable
interest entities created after January 31, 2003, and to variable interests in variable interest entities obtained after
January 31, 2003. For public enterprises with a variable interest in a variable interest entity created before February
1, 2003, the Interpretation is applied to the enterprise no later than the beginning of the first interim or annual report-
ing period beginning after June 15, 2003. The application of this Interpretation is not expected to have a material
effect on the Company’s financial statements. The Interpretation requires certain disclosures in financial statements
issued after January 31, 2003 if it is reasonably possible that the Company will consolidate or disclose information
about variable interest entities when the Interpretation becomes effective.

ITEM 74. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As of December 30, 2002, we were participating in three derivative financial instruments for which fair
value disclosure is required under SFAS No. 133. The fair value liability of the interest rate swap agreements
discussed in note 2 to the financial statements increased to $2,638,104 using “hedge accounting” under SFAS No.
133,

Our market risk exposure is limited to interest rate risk associated with our credit instruments. We incur
interest on loans made at variable interest rates of 3.20% over LIBOR, 2.75% over LIBOR, and 2.65% over "30-Day
Dealer Commercial Paper Rates." At December 30, 2002, we had outstanding borrowings on these loans of
approximately $32,792,589. Our net interest expense for 2002 was $3,950,000; a one percent variation on any of
the variable rates would have increased or decreased our total interest expense by approximately $328,000 for the
year.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Reference is made to the consolidated financial statements, the report thereon, the notes thereto, and the
supplementary data commencing at page F-1 of this report, which consolidated financial statements, report, notes,
and data are incorporated by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

On August 27, 2001, we engaged the accounting firm of KPMG LLP as our new independent public
accountants and dismissed Arthur Andersen LLP. The decision to change our accounting firm was recommended
and approved by the audit committee of our board of directors and approved by our board of directors. During the
two most recent fiscal years and subsequent interim reporting periods preceding the date of this report, there were no
disagreements between us and Arthur Andersen LLP on any matter of accounting principles or practices, financial
statement disclosure, accounting scope or procedures, or any reportable events. The report of Arthur Andersen LLP
on our consolidated financial statements for the last two fiscal years in which they did report contained no adverse
opinion or disclaimer of opinion and was not qualified or modified as to uncertainty, audit scope, or accounting
principles. Prior to their engagement, we had not consulted with KPMG LLP on either the application of accounting
principles or type of opinion KPMG LLP might issue on our consolidated financial statements. Arthur Andersen
LLP agreed with the above statements and a letter from it was attached to our Form 8-K filed on August 27, 2001.
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PART ITI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
The information required by this Itemi relating to our directors is incorporated by reference to our Proxy
Statement to be filed for our 2003 Annual Meeting of Stockholders. The information required by this Item relating
to our executive officers is included in Item 1, "Business — Executive Officers."

ITEM 11, EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference to our Proxy Statement to be filed for
our 2003 Annual Meeting of Stockholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

All of our equity based compensation plans have been adopted with stockholder approval. Other than the
preceding, the information required by this Item is incorporated by reference to our Proxy Statement to be filed for
our 2003 Annual Meeting of Stockholders.

The following table sets forth information with respect to our common stock that may be issued upon the
exercise of stock options under our various stock option Plans as of December 30, 2002:

Plan Category (a)Number of securities to (b)Weighted Average Number of Securities
be Issued Upon Exercise of  Exercise Price of Remaining Available for
Outstanding Options, Outstanding Options, Future Issuance Under
Warrants and Rights Warrants and Rights Equity Compensation Plans
(Excluding Securities
Reflected in Column (a))
Equity Compensation Plans 3,487,420 $ 332 821,078

Approved by Stockholders ....
Equity Compensation Plans -- -- - -

Not Approved by
Stockholders...........ccconrueenes
Total ...ocooveeriiiieenecieiee 487,42 $ 332 821,078

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item is incorporated by reference to our Proxy Statement to be filed for
our 2003 Annual Meeting of Stockholders.

ITEM 14. CONTROLS AND PROCEDURES

As of a date 90 days prior to the date of filing this report, our Chief Executive Officer and Chief Financial
Officer have reviewed and evaluated the effectiveness of our disclosure controls and procedures, which included
inquires made to certain other of our employees. Based on their evaluations, our Chief Executive Officer and Chief
Financial Officer have each concluded that our disclosure controls and procedures are effective and sufficient to
ensure that we record, process, summarize, and report information required to be disclosed by us in our periodic
reports filed under the Securities Exchange Act within the time period specified by the Securities and Exchange
Commission’s rules and forms. Subsequent to the date of their evaluation, there have not been any significant
changes to our internal controls or in other factors that could significantly affect these controls, including any
corrective action with regard to significant deficiencies and material weaknesses.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
(a) Financial Statements and Financial Statement Schedules.

(1) Financial statements are listed in the index to the consolidated financial statements on page F-1 of this
Report.

(2) No financial statement schedules are included because they are not applicable or are not required or the
information required to be set forth therein is included in the consolidated financial statements or notes
thereto.

(b) Reports on Form 8-K,

Not applicable.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Sécurities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

MAIN STREET AND MAIN INCORPORATED

Date: March 29, 2003 ‘ By:__/s/ Bart A, Brown, Jr.
Bart A. Brown, Jr.
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Position Date
/s/ John F. Antioco Chairman of the Board March 29, 2003
John F. Antioco
/s/ Bart A. Brown, Jr. Chief Executive Officer, March 29, 2003
Bart A. Brown, Jr. and Director (Principal Executive Officer)
/s/ William G. Shrader President, March 29, 2003
William G. Shrader Chief Operating Officer, and Director
/s/ Michael Gamnreiter Chief Executive Officer, Executive Vice
Michael Garnreiter President and Treasurer March 29, 2003
/s/ Michael J. Herron Secretary and General Counsel March 28, 2003
Michael J. Herron '
/s/ Jane Evans Director March 29, 2003
Jane Evans ‘
/s/ John C. Metz Director March 29, 2003
John C. Metz
/s/ Debra Bloy Director March 29, 2003
Debra Bloy
/s/ Wanda Williams Director March 29, 2003
Wanda Williams
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CERTIFICATIONS
I, Bart A. Brown, Jr., certify that:
1. I have reviewed this annual report on Form 10-K of Main Street and Main Incorporated;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations, and cash flows of
the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining dis-
closure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) Designed such disclosure controls and procedures to ensure that material information re-
lating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures as of a
date within 90 days prior to the filing date of this annual report (the "Evaluation Date"); and

c) Presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation,
to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies in the design or operation of internal controls which could ad-
versely affect the registrant's ability to record, process, summarize, and report financial data and have iden-
tified for the registrant's auditors any material weaknesses in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect internal controls sub-
sequent to the date of our most recent evaluation, including any corrective actions with regard to significant defi-
ciencies and material weaknesses.

Date: March 29, 2003

/s/ Bart A. Brown, Jr.
Bart A. Brown, Jr.
Chief Executive Officer
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I, Michael Garnreiter, certify that:
1. I have reviewed this annual report on Form 10-K of Main Street and Main Incorporated;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations, and cash flows of
the registrant as of, and for, the periods presented in this annual report;

4, The registrant's other certifying officers and I are responsible for establishing and maintaining dis-
closure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) Designed such disclosure controls and procedures to ensure that material information re-
lating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures as of a
date within 90 days prior to the filing date of this annual report (the "Evaluation Date"); and

c) Presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

s. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation,
to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies in the design or operation of internal controls which could ad-
versely affect the registrant's ability to record, process, summarize, and report financial data and have iden-
tified for the registrant's auditors any material weaknesses in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect internal controls sub-
sequent to the date of our most recent evaluation, including any corrective actions with regard to significant defi-
ciencies and material weaknesses.

Date: March 29, 2003
/s/ Michael Garnreiter

Michael Garnreiter
Chief Financial Officer
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INDEPENDENT AUDITORS' REPORT

The Board of Directors
Main Street and Main Incorporated:

We have audited the accompanying 2002 and 2001 consolidated balance sheets of Main Street and Main Incorpo-
rated and subsidiaries as of December 30, 2002 and December 31, 2001, and the related consolidated statements of
operations, changes in stockholders' equity and comprehensive income (loss) and cash flows for the years then
ended. These consolidated financial statements are the responsibility of the Company's management. Cur responsi-
bility is to express an opinion on these consolidated financial statements based on our audits. The statements of op-
erations, changes in stockholders’ equity and comprehensive income (loss) and cash flows for the year ended De-
cember 25, 2000 were audited by other auditors who have ceased operations. Those auditors expressed an unquali-
fied opinion on those financial statements in their report dated March 12, 2001.

We conducted our audits in accordance with auditing standards generally accepted in United States of America.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the finan-
cial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presenta-
tion. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the 2002 and 2001 consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Main Street and Main Incorporated and subsidiaries as of December 30, 2002 and
December 31, 2001 and the results of their operations and their cash flows for the years then ended, in conformity
with accounting principles generally accepted in United States of America.

As discussed in Note 2 to the consolidated financial statements, the Company adopted the provisions of SFAS No.
142, “Goodwill and Other Intangible Assets” which changed the Company’s method of accounting for goodwill and
other intangible assets effective January 1, 2002.

As discussed above, the consolidated statements of operations, changes in stockholders’ equity and comprehensive
income (loss) and cash flows for the year ended December 25, 2000 of Main Street and Main Incorporated were
audited by other auditors who have ceased operations. As described in Note 2, these consolidated financial state-
ments have been revised to include the transitional disclosures required by Statement of Financial Accounting Stan-
dards No. 142, “Goodwill and Other Intangible Assets”, which was adopted by the Company as of January 1, 2002.
In our opinion, the disclosures for 2000 in Note 2 are appropriate. However, we were not engaged to audit, review,
or apply any procedures to the 2000 consolidated financial statements of the Company, other than with respect to
such disclosures and, accordingly, we do not express an opinion or any other form of assurance on the 2000 consoli-
dated financial statements taken as a whole.

/s/ KPMG LLP

Phoenix, Arizona
March 4, 2003
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ARTHUR ANDERSEN LLP
REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

THIS REPORT OF INDEPENDENT CERFIFIED PUBLIC ACCOUNTANTS IS A COPY OF
A REPORT PREVIOUSLY ISSUED BY ARTHUR ANDERSEN LLP AND HAS NOT BEEN
REISSUED BY ARTHUR ANDERSEN LLP

To Main Street and Main Incorporated:

We have audited the accompanying consolidated balance sheet of MAIN STREET AND MAIN INCORPORATED
(a Delaware corporation) AND SUBSIDIARIES, (the Company) as of December 25, 2000 and the related consoli-
dated statements of operations, changes in stockholders’ equity and cash flows for the years ended December 25,
2000 and December 27, 1999. These consolidated financial statements are the responsibility of the Company’s
management. CGur responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those stan-
dards require that we plan and perform the audits to obtain reasonable assurance about whether the financial state-
ments are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of the Company as of December 25, 2000 and the results of its operations and its cash flows for each of the years
ended December 25, 2000 and December 27, 1999, in conformity with accounting principles generally accepted in
the United States of America.

/s/ Arthur Andersen LLP

Phoenix, Arizona
March 12, 2001
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December 30, December 31,
2002 2061
ASSETS
Current assets:
Cash and cash equivalents ............... eteerer oo b et e et et e renoreersarentore $ 5,621 $ 9,466
ACCOUNLS TECEIVADIE ........veeiiiiiiiie ettt et 1,997 2,683
TNVENEOTIES ..ottt ctee e sre e s e e e eeree s reesstesentrssssresentesssnaesnnnes 2,832 2,416
Prepaid EXPeNSES......couevcervirrieeeciinie ettt et 2,104 1.255
Total CUITENE ASSELS ....ccvveveiiieierereecereeseree e ere e s e eeeresereessesesserenn. 12,554 15,820
Property and eqUIPMENt, NEL..........cccvvvvrerrrrrererrrserreerrsreeesresssssrnseereessessersen: 71,265 65,222
OUNET ASSELS, NMEL......ccvrreeeeiieereieerereterererrreeseeseereesrseeesrnessresesseneoressenesessneon: 2,449 2,319
Deferred tax asset, net of valuation allowance ........oocvvevevvvreeiivverieeeisrereernnenn, - 1,650
GOOAWILL NEL 1ooviiiciecciieceec e re st e st s e santesaresessbessrneseans 22,995 24,155
Franchise area fees, Net.........cocveviiiiivieirieiieeireere e ceree e estestessreeersestesensen. 3,132 3.296
TOtAl ASSELS....cceieuicerecrectreieire e ecre et s re b tr e en e e er s e besreereeraserenren: $ 112395 $ 112,462
LIABILITIES AND STOCKHCLDERS’ EQUITY
Current liabilities:
Current portion of long-term debt............ccoovurvriinnniencnenreceenen, $ 3,502 $ 3,012
ACCOUNLES PAYADIE ... ..ottt 8,073 7,336
Other accrued Habilities .........cceveviivee v evr e 16,007 13.459
Total current Habilities .........cccoeiviviiiceriee et enens 27,582 23,807
Long-term debt, net of CUIrent POrtion .........cceevvververeereresiernreeressrsseesessessenne. 51,998 47,232
Other liabilities and deferred credits..........coevevieeeeenieneeni e, ' 3,205 1,216
Total HabIlItIES ... .coveivieeeiericreire ettt cresr bt e sne e, 82,785 72,255
Commitments, contingencies and subsequent events (see notes 4, 7, 8, 9
and 10)
Stockholders’ equity:
Preferred stock, $.001 par value, 2,000,000 shares authorized, no shares
issued and outstanding in 2002 and 2001 ..........c.ccoceeemririncierereneeeese s, — —
Common stock, $.001 par value, 25,000,000 shares authorized,
14,142,000 and 14,052,600 shares issued and outstanding in 2002
and 2001, reSPeCtiVELY .......coieireee v n e 14 14
Additional paid-in capital .........ccocecveiiiiineirieeee e 53,927 53,645
Accrued other comprehensive loss............. e e ebede s ae it srae s evererererearen: (2,504) (202)
Accumulated deficit.....cccceenririnrennn S S S e S U U SRUURP (21.827) (13,250)
Total stockholders’ €quUItY........ccivueenrreeneiniriireeeree i, 29,610 40,207
Total stockholders’ equity and liabilities..........ccoccevevecerrrerienenn, $ 112,395 $ 112,462

MAIN STREET AND MAIN INCORPORATED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In Thousands, Except Par Value and Share Data)

The accompanying notes are an integral part of these consolidated financial statements.
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MAIN STREET AND MAIN INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(In Thousands, Except Per Share Amounts)

REVEIUE . oeviietere ettt et re e srne e e e s eeravaae e sereeeesansreaeseassesssastane s e rnnens

Restaurant operating expenses

COSt OF SAIES ..ot e
Payroll and benefits........coveveverirrc i
Depreciation and amMOTtZAtioN .........c.cccveniiivircin e
Other operating EXPENSes .........ccivvveiiirieeiiiiieeerisisrins et
Reduction of disputed labilities..........ccocurniviiiniinienenninrneneenne
Total restaurant Operating €XpPenses .........cocvveerereereresrsseiesessenes ‘

Income from restaurant OPErations...........couversieriiesesnsssesssassiasesisnens

Other operating expense and income:

Amortization of intangible assets .........ccormeiiiininiiierniies
General and administrative EXpenses ..........ccoveieieieerineniesesnnisneens
Pre-Opening EXPENSES ....c.cvrmreeuerrerereesinriserersssiesesssisssssesersrasasasss s
New manager training XPENSES........ccvcimreirierieenerneresssnessssesesioneses
Impairment charges and other ...
Management fee INCOME..........cccovriiiiiiiniiinn e

Operating income (1088) ...

INON-OPETating GAIN.....ccooveriiviriiiiierininitene e bara e st ss e neasenes
Interest expense and other, net ..........ccoccoviininneniencns et

Net income (10ss) before income taxes .......ooovvvviiiivniererinineeninienees s
Income tax expense (benefit).........occvvinniiiniiniiisen

Net INCOME (JOSS) c.veeeririirerierinrresie sttt s aesesas

Basic earnings per share:

Net INCOME (LOSS)..uveurirerierirrieiiniitestintireisiee oo b se e sieseans

Diluted earnings per share:

Net INCOME (10SS) ..vevrrerereerieririirereriiri e s easenes

Weighted average number of shares outstanding:
BASIC cvovviviiiiiiee ettt e ns

Years Ended
December 30, December 31, December 25,
2002 2001 2000

$ 220,151 $211,823 $186.542
61,270 59,139 53,671
67,603 64,435 55,971
7,895 7,845 7,137
65,912 61,285 52,008
— — (1.591)
202.680 192.704 167.196
17,471 19,119 19,346
461 1,831 1,349
8,946 8,105 7,868
1,619 1,417 1,370
1,820 1,676 1,914
7,943 3,453 (92)

— (432) (611)
(3,318) 3,069 7,548

— — (11)
3,950 3.825 3.631
(7,268) (756) 3,928
1.309 (645) 250
$ (8,577 $ (111 $ 3678
$ _(@©6l) § (001) $ 0.34
3 (061 $_(00D £ 033
14,105 14.048 10,944
14,105 14,048 11,117

The accompanying notes are an integral part of these consolidated financial statements.



MAIN STREET AND MAIN INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY AND
COMPREHENSIVE INCOME (LOSS)

(in Thousands}

Commeon Stock

Accumulated
Additional Other
Paid-in Accumulated Comprehensive
Shares Capital Deficit Leoss Total
BALANCES, December 27, 1999........ccooeee. 10,026 $44,190 $ (16,817) 3 — $ 27,383
Shares issued in connection with rights
offering (Net) .....cccvvvrererneriniesiennereeneen 4,012 9,421 — — 9,425
Shares issued to employees ..........cceerreennn. 7 13 — — 13
NEt INCOME....uvervierieiieerieerein e seeseneeenaes — — 3678 — 3.678
BALANCES, December 25, 2000................... 14.045 53,624 (13.139) — 40.499
Shares issued in connection with
options exercised (Net) ....ccocoevverrverrerrerereene 7 21 — — 21
Shares issued to employees ...... vt 1 — — — —
Comprehensive income (loss):
Unrealized loss on hedging contract, net
of $135 tax benefit........cocovvvvecreeccrenne, — — — (202) (202)
NE10SS covinievmrerretenret et — — (111) — (111)
Comprehensive loss: 313
BALANCES, December 31, 2001 ................... 14,053 $53.645 $ (13.250) $ (202 $ 40,207
Shares issued in connection with
options exercised (net) .....cccerevrrrvrcrernenens 89 282 — —_ 282
Comprehensive income (loss):
Unrealized loss on hedging contract — — — (2,302) (2,302)
NELLOSS ..vvirerieriiereririrrreie et eseesresnens — — (8.577) — (8.577)
Comprehensive loss: (10.879)
BALANCES, December 30, 2002................... 14,142 $53.927 3 (21,827 $ (2,509 $29.610

The accompanying notes are an integral part of these consolidated financial statements.




(In Thousands)

MAIN STREET AND MAIN INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended
December 30, December 31, December 25,
2002 2001 2000
CASH FLOWS FROM OPERATING ACTIVITIES:
NEL INCOME (10SS).cv.vevrrerrirriniererircreeerrieee st srasessesesvsscosstsbnssssnsssrsasssssonnes $ (8,577 $ (111 $ 3,678
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:
Depreciation and amortiZation.............cceerverveeroriesreseeieserennisssessssesessens 8,356 9,676 8,486
GaIN 0N SA1E OF BSSELS..ivivrirerierriiiiriireirerrieeresee e erectesbenesaeeseeeesesvesresens — — (289)
Impairment charges and Other.............ocooveniiiieniie e 5,674 3,453 (92)
Deferred income taxes 1,650 (1,048) 250
Extraordinary loss from debt extinguishments .............ccocooeiniinnecn — — 16
Changes in assets and liabilities:
AcCOUNLS TECRIVADIE ... ..ovreeieiictie et e e 686 1,994 (2,829)
Inventories (416) (792) (171)
Prepaid eXpenses.........ocvviiiiicc it e (849) (511) (123)
Other aSSELS, NEL.........ovvireurieeerriteieraeieresese et raneaastes b eseasenestatassesessasassenseses (300) (580) (664)
Accounts payable 737 (1,892) (4,805)
Other accrued Habilities ... ..uvveeiiiereioievicerinvinse s sceres e e senesnaens 2234 2,340 367
Cash provided by operating activities.........ccccovevverrrrrercnernereerennences 9.195 12,529 3.824

CASH FLOWS FROM INVESTING ACTIVITIES:

Net additions to property and eqUIPMENt.......c.covevcermnrcrriniecirnrecre s
Cash paid to acquire franchise rights and goodwill '
Cash received from the sale 0f @SSEtS .....c.ccovvvnrccrnierieicriecerre s

Cash used by Investing ACtiVItIES .....ooeeerevierrererrrreeeeseirreestes s

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from sale of commON StOCK ........cooecciimimriciein e
Financing and offering costs paid..........cccoivrninmnccncninnincn e
Proceeds received from the exercise of stock options ........c.ccoevcerenecrecrneninen,
Long-term debt BOITOWINES ....ovvev ittt
Principal payments on long-term debt..........coirreiiomincnnrineec e
Cash provided by financing activities.........

NET CHANGE IN CASH AND CASH EQUIVALENTS ..o
CASH AND CASH EQUIVALENTS, BEGINNING........cccovveniincniieiiiens
CASH AND CASH EQUIVALENTS, ENDING........ccccccoomneniincieneicnnicninnn

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for INtErest.........covecivimreerereirncnirinee e

Cash paid during the year for income taxes.........c.cccocenininnnnecncnnnieninnnn.
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(18,548)
(30)

(18,578)

282
9,465
(4,209)

5.538
(3,845)

9.466

(14,013)
(330)

2,851

(11.492)

21
6,583
(2.740)

3.864

4,901

4,565

$ 9466

The accompanying notes are an integral part of these consolidated financial statements.

(18,103)
(12,139)

5.432

(24.810)

9,541
(103)

16,442

(3.384)
22.496

1,510

3,055

3 4565
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MAIN STREET AND MAIN INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND BASIS OF PRESENTATION

Main Street and Main Incorporated (the "Company") is a Delaware corporation engaged in the business of
acquiring, developing, and operating restaurants. The Company currently owns 56 T.G.1. Friday's restaurants and
operates four T.G.1. Friday's restaurants under a management agreement. The Company also owns and operates
eight Bamboo Clubs, five Redfish, and one Alice Cooper’stown restaurant.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries.
All material intercompany transactions have been eliminated in consolidation. All references herein refer to the
Company and its subsidiaries.

Fiscal Year
The Company operates on a fiscal year that ends on the Monday on or before December 31.
Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted
in the United States requires management to make a number of estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements. Such estimates and assumptions affect the reported amounts of revenues and expenses during the
reporting period. On an ongoing basis, we evaluate estimates and assumptions based upon historical experience and
various other factors and circumstances. We believe our estimates and assumptions are reasonable in the
circumstances; however, actual results may differ from these estimates under different future conditions.

We believe that the estimates and assumptions that are most important to the portrayal of our financial condition
and results of operations, in that they require management’s most difficult, subjective or complex judgments, form
the basis for the accounting policies deemed to be most critical to our operations. These critical accounting policies
relate to the valuation and amortizable lives of long-lived assets, goodwill, and to other identifiable intangible assets,
valuation of deferred tax assets, and reserves related to self-insurance for workers compensation and general
liability:

(1) We periodically perform asset impairment analysis of long-lived assets related to our restaurant locations,
goodwill, and other identifiable intangible assets. We perform these tests whenever we experience a “triggering”
event, such as a decision to close a location or major change in the locations operating environment, or other event
that might impact our ability to recover our asset investment. Also, we have a policy of reviewing the financial
operations of its restaurant locations on at least a quarterly basis. Locations that are not meeting expectations are
identified and continue to be watched closely throughout the year. Primarily in the fourth quarter, actual results are
reviewed and budgets for the ensuing year are analyzed. If we deem that a locations results will continue to be
below expectations, alternatives for its continued operation are considered. At this time, we perform an asset
impairment test, if it is determined that the asset’s fair value is less than book and we will be unable to recover the
value through operations, an impairment charge is recorded. Upon an event such as a formal decision for
abandonment (restaurant closure), the Company may record additional impairment of assets, including an allocation
of goodwill. Any carryover basis of assets is depreciated over the respective remaining useful lives.

(2) Periodically, we record (or reduce) the valuation allowance against our deferred tax assets to the amount that
is more likely than not to be realized based upon recent past financial performance, tax reporting positions and
expectations of future taxable income.

(3) We use an actuarial based methodology utilizing our historical experience factors to periodically adjust self-
insurance reserves for workers compensation and general liability claims and settlements. These estimates are
adjusted based upon annual information received in July of each year in connection with policy renewals. Estimated
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MAIN STREET AND MAIN INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS- (Continued)

costs for the following year are accrued on a monthly basis and progress against this estimate is reevaluated based
upon actual claim data each quarter.

(4) We use the method of accounting for employee stock options under APB Opinion 25 and have adopted the pro
forma disclosure provisions of SFAS No. 123, which require disclosure of the impact of using the fair value at date
of grant method of recording stock-based employee compensation.

We believe estimates and assumptions related to these critical accounting policies are appropriate under the
circumstances; however, should future events or occurrences result in unanticipated consequences, there could be a
material impact on our future financial condition or results of operations.

New Accounting Pronouncements

During 2002, we adopted the provisions of SFAS No. 142 which eliminates the amortization of all existing
and newly acquired goodwill on a prospective basis and requires companies to assess goodwill impairment, at least
annually, based on the fair value of the reporting unit. As of the date of adoption, January 2002, we had
unamortized goodwill of $25,149,000 that is subject to the transition provisions of SFAS Nos.141 and 142.
Accumulated amortization related to goodwill is $5,914,000 as of the date of adoption. During 2002, we wrote off
$1,160,000 of allocated goodwill associated with one closed location (Kansas City, Missouri) and two impaired
locations (Palm Desert, California and Citrus Heights, California). After this goodwill write off, at December 30,
2002, we performed a valuation in accordance with SFAS No.142 for the purpose of determining the amount of
goodwill impairment. Based on the results of the valuation, no additional impairment was required. Additionally,
during 2002, we reclassified $994,000 of goodwill to franchise area goodwill which is classified as an intangible
asset that requires amortization under SFAS No.142. Franchise area goodwill represents the estimated value the
company paid to acquire the franchise rights to develop restaurants in certain locations, at the date of original
purchase. As a result of these transactions, net goodwill was $22,995,000 at the end of 2002.

During 2002, we adopted SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets,
which addresses financial accounting and reporting for the impairment or disposal of long-lived assets. While
Statement No. 144 supersedes Statement No. 121, Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed OFf, it retains many of the fundamental provisions of that Statement. In 2002, we
recognized asset impairments of $4,454,000 on under-performing properties.

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB Statements No. 4, 44, and 64, Amendment of
FASB Statement No. 13, and Technical Corrections. This Statement rescinds the requirement to report gains and
losses from extinguishment of debt as an extraordinary item. Additionally, this statement amends Statement 13 to
require sale-leaseback accounting for certain lease modifications that have economic effects similar to sale-
leaseback transactions. The provisions of this statement relating to Statement 4 are applicable in fiscal years
beginning after May 15, 2002. The provisions of this Statement related to Statement 13 are effective for
transactions occurring after May 15, 2002. All other provisions of this Statement are effective for financial
statements issued on or after May 15, 2002. We adopted FASB No. 145 related to Statement No. 4 for year ended
December 30, 2002, the implementation of this statement did not have a material effect on our financial statements.
The adoption of SFAS No. 145 related to Statement No. 13 had no effect on our financial statements for the year
ended December 30, 2002. .

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Ac-
tivities. SFAS No. 146 nullifies Emerging Issues Task Force (EITF) Issue No. 94-3, “Liability Recognition for Cer-
tain Employee Termination Benefits and Other Costs to Exit an Activity”. For purposes of this Statement, an exit
activity includes, but is not limited to, a restructuring as that term is defined in IAS 37, “Provisions, Contingent Li-
abilities, and Contingent Assets”. The Statement is effective for exit or disposal activities initiated after December
31, 2002. If we have restructuring activities in the future, we will adopt SFAS No. 146.
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In December 2002, the FASB issued SFAS No. 148, Accounting for stock-based compensation-Transition
and disclosure. This statement amends prior statements to provide alternative methods of transition for an entity that
voluntarily changes to fair value based method of accounting for stock based employee compensation. We did not
adopt the cost recognition method of recording stock-based employee compensation under SFAS No. 123 (which
adoption was and remains optional), however, we provide the pro forma disclosures in notes to our annual financial
statements as if we had adopted the cost recognition method under SFAS 123. We will adopt the new required dis-
closures about those effects in future interim financial information.

In June 2001, FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations. SFAS No. 143
requires the Company to record the fair value of an asset retirement obligation as a liability in the period in which it
incurs a legal obligation associated with the retirement of tangible long-lived assets that result from the acquisition,
construction, development, and/or normal use of the assets. The Company also records a corresponding asset that is
depreciated over the life of the asset. Subsequent to the initial measurement of the asset retirement obligation, the
obligation will be adjusted at the end of each period to reflect the passage of time and changes in the estimated fu-
ture cash flows underlying the obligation. The Company is required to adopt SEAS No. 143 on January 1, 2003. The
adoption of SFAS No. 143 is not expected to have a material effect on the Company’s financial statements.

In November 2002, the FASB issued Interpretation No. 45, Guagrantor’s Accounting and Disclosure Re-
quirements for Guarantees, Including Indirect Guarantees of Indebtedness to Others, an interpretation of FASB
Statements No. 5, 57 and 107 and a rescission of FASB Interpretation No. 34. This Interpretation elaborates on the
disclosures to be made by a guarantor in its interim and annual financial statements about its obligations under guar-
antees issued. The Interpretation also clarifies that a guarantor is required to recognize, at inception of a guarantee,
a liability for the fair value of the obligation undertaken. The initial recognition and measurement provisions of the
Interpretation are applicable to guarantees issued or modified after December 31, 2002 and are not expected to have
a material effect on the Company’s financial statements. The disclosure requirements are effective for financial
statements of interim and annual periods ending after December 15, 2002.

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities, an in-
terpretation of ARB No. 51. This Interpretation addresses the consolidation by business enterprises of variable inter-
est entities as defined in the Interpretation. The Interpretation applies immediately to variable interests in variable
interest entities created after January 31, 2003, and to variable interests in variable interest entities obtained after
January 31, 2003. For public enterprises with a variable interest in a variable interest entity created before February
1, 2003, the Interpretation is applied to the enterprise no later than the beginning of the first interim or annual report-
ing period beginning after June 15, 2003. The application of this Interpretation is not expected to have a material
effect on the Company’s financial statements. The Interpretation requires certain disclosures in financial statements
issued after January 31, 2003 if it is reasonably possible that the Company will consolidate or disclose information
about variable interest entities when the Interpretation becomes effective.

2. SIGNIFICANT ACCOUNTING POLICIES AND PROCEDURES
The consolidated financial statements reflect the application of the following accounting policies:

Cash and Cash Equivalents

Cash and cash equivalents include funds on hand, short-term money market investments, and certificate of
deposit accounts with original maturities of 90 days or less.

Revenue Recognition

The Company’s principal source of revenue is from customer dining transactions. Revenue is recognized
at the time the meal is paid for by the customer, in the form of cash or credit card.
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Deferred Gains

Deferred gains on sale-leaseback transactions are accreted to income as a reduction of rent expense over the
related lease terms in accordance with Statement of Financial Accounting Standards ("SFAS") No. 98, Accounting
Jor Leases.

Management Fee Income

The Company earns management fees on restaurants operated under contracts with a single owner. The
management fees are based upon a percentage of adjusted revenues in accordance with the respective management
agreements for each restaurant. During 2002, two restaurants were closed by the owner (San Francisco, California
and El Paso, Texas), terminating the management agreements for those restaurants and reducing the number of
restaurants operated under management agreements to four. Management fee income has not been recorded by the
Company since September 2001 as a result of not meeting the cash flow provisions pursuant to the management
agreement.

Inventories

Inventories consist primarily of food, beverages, and supplies and are stated at the lower of cost, determined on
a first-in, first-out basis (FIFQ), or net realizable value. :

Fair Market Value of Financial Instruments

The carrying value of cash equivalents, accounts receivable, other assets, accounts payable, accrued liabilities,
and other liabilities approximate fair value due to the short-term nature of these instruments. The revolving lines of
credit approximate fair value as they bear interest at indexed rates. Fixed rate long-term debt is currently at rates
similar to current quotations for similar debt.

Property and Equipment

Property and equipment are stated at cost and depreciated on a straight-line basis over the estimated useful lives,
while leaseholds are amortized over the shorter of 20 years or the lease term including option periods, which have
economic penalties, and consist of the follpwing (in thousands):

Useful Lives December 30, December 31,
{years) 2002 2001
Land.....ooocciieiiece et - $ 534 $ 534
Land held for sale .......ccoevvereiiinieiicinenniienne - 1,203 -
Building and leasehold improvements.......... 5-20 58,599 53,650
Kitchen equipment.........coocvvvveeevereneerereneneas 5-7 22,913 21,591
Restaurant equipment ..........ccocevvrerveeneenenns 5-10 10,183 9,094
Smallwares and décor.......cccoecvvvviivireinncnnne. 5-10 7,677 7,557
Office equipment, software, and furniture.... 57 6,445 4711
107,554 97,137
Less: Accumulated depreciation and
AMOTHZAION .eeovvervriier e (39.854) (33.277)
67,700 63,860
Construction in PrOgress........oorvrcerreereerrrenns 3,565 1.362

............................................. $ 71,265 $ 65222
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Depreciation expense was $8,038,000 for 2002, $7,912,000 for 2001, and $7,087,000 for 2000.

Construction in progress (CIP) represents costs incurred by the Company during the development of future
restaurant sites for fixtures and building improvements. As a result of lease cancellations of not yet built Bamboo
Club locations (Fairfax, Virginia, San Antonio, Texas, and Fort Worth Texas), we wrote off Construction in
progress costs of $415,000.

Franchise Fees

Franchise fees represent the value assigned to the franchise agreements in the regions acquired and to the
licenses to operate the restaurants. These agreements provide for an initial term of 20 to 30 years, with two renewal
terms of 10 years each. Franchise area goodwill represents goodwill allocated to the geographic area for developing
T.G.I. Friday’s purchased and it qualifies as an intangible asset with a determinable life. These costs are being
amortized on a straight-line basis over the life of the agreement and consist of the following (in thousands):

Amortization
Period . December 30, December 31,
{years) 2002 2001
Franchise area goodwill......................... 20 $ 994 $ 994
Franchise fees and license costs ..........cuo..... 20-30 3,173 3,163
Less: Accumulated amortization ................. {1.035) (861)
TOtal.oeiec e $ 3132 $ 3.296

Goodwill

The Company has recorded significant goodwill in conjunction with major acquisitions. During 2002, the
Company adopted FASB Statement No. 142, Goodwill and Other Intangible Assets. Statement 142 eliminates the
amortization of all existing and newly acquired goodwill on a prospective basis and requires companies to assess
goodwill impairment, at least annually, based on the fair value of the reporting unit. Effective January 1, 2002 the
Company discontinued amortizing goodwill.

The following table presents reported net loss and loss per share exclusive of goodwill amortization expense for
the years ended December 30, 2002, December 31, 2001, and December 25, 2000 (in thousands):

2002 2001 20090
Reported net income (loss) $ (8,577) $ (11 $3,678
Add back goodwill amortization - 1.455 1,019
Adjusted net income (loss) $ (8,577) $ 1,344 $4.697
Basic Income (loss) Per Share:
Reported net income (loss) per common share $ (0.61) $ (0.01) $ 034
Add back goodwill amortization -- 0.11 0.09
Adjusted net income (loss) per share 3 061 S 010 3 043
Diluted Income (loss) Per Share:
Reported net income (loss) per common share $ (0.61) $ (0.01) $ 033
Add back goodwill amortization -- 0.11 0.09
Adjusted net income (loss) per share _$ (0s6l1) 3 010 3 042
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During 2002 we wrote off goodwill related to closing one T.G.I. Friday’s location (Kansas City, MO) and
impairing two other under-performing locations (Palm Desert, California and Citrus Heights, California) in
anticipation of closing these locations in 2003 when their leases expire.

Goodwill Allocated to Areas December 30, 2002 December 31, 2001
Acquisition of California T.G.I. Friday’s ......cccoeovvrne - $ 10,750 $ 11,991
Acquisition of Midwest and Arizona T.G L Friday’s....... 1,495 1,414
Acquisition of Redfish........cocovenirincieniinnieecieneee 450 450
Acquisition of Bamboo Club.......c.cccoceevrrnreriencrenn 10,300 10,300
TOAL oottt $ 22,995 $ 24155

Other Accrued Liabilities

Other accrued liabilities consist of the following (in thousands):

December 30, December 31,
2002 2001
Accrued payTOll......ccccevieveeiinierineeie et $ 3,736 $ 2,264
Accrued property and sales taX..........cccoeecveeninennrennsnnennes 1,912 1,763
ACCIUE INSULATICE ... reeeieesresereeseneesesereensreesseesons 1,415 2,616
ACCIUEA TENL.....oovveiiirieet e ceere e sebee s esrbees s reee s s aesssenstenes 3,142 2,120
Gift certificate liability ........cccoveneririnrin e 1,249 951
Other accrued liabilities.......ccocvevieiiiiienvnciecr e 4,553 3,745
TO AL .ottt st ereearan $ 16,007 $13.459

Income Taxes .

The Company utilizes the asset and liability method of accounting for income taxes. Under the asset and
liability method, deferred taxes are provided based on temporary differences between the financial reporting basis
and the tax basis of the Company's assets and liabilities, using enacted tax rates in the years in which the differences
are expected to reverse. Deferred tax assets are reviewed periodically for recoverability and valuation allowances
are provided as necessary.

Earnings (Loss) per Share

Basic earnings (loss) per share (“EPS”) is computed by dividing earnings (loss) available to stockholders by the
weighted-average number of shares outstanding for the period. Diluted earnings (loss) per share reflects the
potential dilution that could occur if securities or contracts to issue common stock were exercised or converted to
stock or resulted in the issuance of stock or resulted in the issuance of stock that then shared in the earnings or losses
of the Company. The assumed exercise of outstanding stock options and warrants has been excluded from the
calculations of diluted net loss per share as their effect is antidilutive.
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The Company has calculated earnings per share ("EPS") in accordance with SFAS No. 128, "Earnings Per
Share.” The following table sets forth basic and diluted EPS computations for the years ended December 30, 2002,
December 31, 2001, and December 25, 2000 (in thousands, except per share amounts):

2002 2001 2000
Per Per Per
Share Share Share
Net Net
Net Logss Shares Amount Income Shares Amoumt Income Shares Amoumnt

Basic EPS .....cccveevennn $(8,577) 14,105 $(0.61) $(111) 14,048 $(0.01) $3,678 10,944 $0.34
Effect of stock options

and warrants ............. - 594 - - 533 - - 173 0.01
Anti-dilutive stock
options and warrants... i 5%4) __-- - (833) __ == - -- -
Diluted EPS................. $(8,577) 14,105 $(061) “$Ad1l) 14,048  $0.0D) $3,678  LL117 $0.33

Segment Reporting

The Company has three operating segments that are managed based on its restaurant concepts, T.G.I. Friday's,
Redfish, Bamboo Club and Alice Cooper'stown. SFAS No. 131 allows for aggregation of similar operating segments
into a single reportable operating segment if the components are considered similar under certain criteria. As a
result of the foregoing, the Company believes that its restaurants meet the criteria supporting aggregation of all
restaurants into one reporting unit. Accordingly, the Company has not presented separate financial information for
each of its operating segments, as the Company's consolidated financial statements present its one reporting unit.

Stock-Based Compensation Plans

FASB Statement No.123, Accounting for Stock-Based Compensation was issued by the FASB in 1995 and, if
fully adopted, changes the methods for recognition of cost on plans similar to those of the Company. Adoption of
FASB Statement No. 123 is optional; however, pro forma disclosures as if the Company had adopted the cost
recognition method are required. Had compensation cost for stock options awarded under these plans been
determined consistent with FASB Statement No. 123, the Company's net income (loss) and earnings (loss) per share
would have reflected the following pro forma amounts:

December 30, Becember 31, December 25,
2002 2001 2000
(In Thousands, Except Per Share Amounts)

Net Income (loss):

As Reported ........... $(8,577) $(111) $3,678

Pro Forma .............. $(9,624) $(961) $2,736
Diluted EPS:

As Reported ........... $(0.61) $(0.01) $0.33

Pro Forma............... (0.68) (0.07) 0.25

The weighted average fair value at the date of grant for options granted during fiscal 2002, 2001 and 2000 were
estimated using the Black-Scholes pricing model with the following assumptions: weighted average risk-free interest
rate of 2.73%, 5.22%, and 6.29%, weighted average volatility of 53.72%, 50.00%, and 52.70% and; expected life of
4 years; and weighted average dividend yield of 0.0%.
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Details regarding the options outstanding as of December 30, 2002 are as follows:

Outstanding Exercisable

Weighted Weighted Weighted

Average Average Average

Range of Number of Remaining Exercise Number of Exercise
Exercise Price Shares Contractual Life Price Shares Price
$1.88 - $2.75 1,055,167 4.07 years $2.27 1,035,722 $2.30
$3.00 - $3.65 1,678,003 6.73 years $3.35 1,347,391 £3.30
$4.00 - $6.01 754.250 8.01 years $4.66 241,667 $4.71

Total.....c.oconvvriennne. 3,487,420 2,624,780

Derivative Financial Instruments

The Company has only limited involvement with derivative financial instruments and does not use them for
trading purposes. The Company utilizes an interest rate swap agreement to hedge the effects of fluctuations in
interest rates related to one of its long-term debt instruments. The interest rate swap agreement meets the criteria for
cash flow hedge accounting. Amounts receivable or payable due to settlement of the interest rate swap agreement
are recognized as interest expense on a monthly basis. A mark-to-market adjustment is recorded as a component of
stockholders’ equity, net of taxes, to reflect the fair value of the interest rate swap agreement. The Company
discontinues hedge accounting prospectively if it is determined that the derivative is no longer effective.

In conjunction with the Bank of America development facility, the Company entered into an interest rate swap
agreement with Bank of America which fixes the Company's base interest rate at 6.26% per annum on a notional
amount of $12,500,000 from July 2002 through June 2014. The swap qualifies as a cash flow hedge in accordance
with SFAS No. 133. On a periodic basis, the Company adjusts the fair market value of the swap on the balance sheet
and offsets the amount of the change to other comprehensive income. As of December 30, 2002, the fair value of
the hedge resulted in a liability of $1,884,919.

On March 26, 2002, the Company entered into an interest rate swap' agreement with Bank of America on a note
held by CNL Funding with a remaining unpaid balance of $5,516,000. The interest rate on the note, 9.457%, is the
same as the interest rate to be received under the interest rate swap agreement. The swap effectively floats the
9.457% note to a 30-day LIBOR base plus a spread of 4.34% on a notional amount of $5,516,000. On a quarterly
basis, the Company adjusts the fair market value of the swap on the balance sheet and offsets the amount of the
change to other comprehensive income. As of December 30, 2002, the fair value of the hedge resulted in an asset
of $450,114.

On April 18, 2002, the Company entered into an additional interest rate swap agreement with Bank of America.
This swap agreement effectively fixes the Company’s interest rate to 5.65% per annum (plus credit spread) on a
notional amount of $10,700,000 from May 2002 through May 2012. The swap qualifies as a cash flow hedge in
accordance with SFAS No. 133. On a periodic basis, the Company adjusts the fair market value of the swap on the
balance sheet and offsets the amount of the change to other comprehensive income. As of December 30, 2002, the
fair value of the hedge resulted in a liability of $1,203,299.
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December 30, December 31,

Comprehensive Income (£.0ss) 2002 2001
Net Income (1088)......eoevrerererenenieericeeeens $ (8,577) $(111)
Other comprehensive income (loss), net of
taxes of $0 and $135,000 for the periods
ended December 30, 2002 and December
31, 2001, respectively........cccccvemvuercrerenennn, (2,302) 202
Comprehensive income (10SS) .....covrevcrinene. $ (10.879) $ (313)

Reclassifications
Certain amounts in 2001 and 2000 have been reclassified to conform to the current year presentation.
Accounting for Long-Term Assets and Impairment Charges

Long-lived assets are reviewed for impairment whenever events or circumstances indicate that the carrying
amount of the asset may not be recoverable. If the sum of the expected future cash flows (undiscounted and without
interest charges) from an asset to be held and used in operations is less than the carrying value of the asset, an
impairment loss must be recognized in the amount of the difference between the carrying value and the fair value of
the assets.

The Company has a policy of reviewing the financial operations of its restaurant locations on at least a quarterly
basis. Locations that are not meeting expectations are identified and continue to be watched closely throughout the
year. Primarily in the fourth quarter, actual results are reviewed and budgets for the ensuing year are analyzed. If
management deems that a locations results will continue to be below expectations, alternatives for its continued
operation are considered. At that time, the Company performs asset impairment testing, if it is determined that the
fair value of an asset is greater than its carrying value, an impairment charge is recorded. Upon a triggering event
such as a formal decision for abandonment (restaurant closure), the Company may record additional impairment of
assets, including an allocation of goodwill. Any carryover basis of assets is depreciated over the respective
remaining useful lives.

Fair value of assets is determined primarily on the likelihood of future use of the assets through operations or by
the value that could be received for the asset if sold.

Other charges include write-offs of allocated goodwill, severance, contract termination, professional service
costs, and settlement of litigation. During the fourth quarter 2001, the Company recorded an impairment charge of
approximately $1,615,000 against its management agreement with CNL for five Northern California locations and
the El Paso location. Other charges in 2000 represent the final settlement gain (in excess of book value) the
Company received from the City and County of San Francisco, California in connection with condemnation
proceedings against a restaurant the Company operated.

As a result of applying this policy, during fiscal years ended 2002, 2001, and 2000, the Company recognized a
loss (gain) on the sale of assets and impairment of certain assets as follows (in thousands):
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December 30, December 31, December 25,

2002 2001 2000
Impairment charges and other:
Long-lived asset impairments and $ 47323 $ 1,838 $ 832
Other ..o ‘
Condemnation settlement (San Francisco, CA).. -- -~ (924)
Write-off of goodwill allocated to closed stores. 1,160 - --
Lease cancellation charges ..........cccccceecenennenene. 2,060 - --
Impairment of receivables (Mngmit. - 1,615 --
AGTEEMENE) c.ceiiiiicicriircece e
Write-down of land (El Paso, Texas).................. 400 -- --
Total impairment charges and other ................... $ 17943 $ 3453 s (92)

The long-lived asset impairment amount in the table above represents the net book value of the fixed assets
which will not be recovered through regular operations, computed on a discounted cash flow basis. This amount in
2002 consists primarily of impairments related to six Fridays locations, three not yet built Bamboo Club locations
and one Redfish location.

Reduction of Disputed Liabilities

During the first quarter of 2000, the Company's primary food distributor (Ameriserve) declared bankruptcy.
Leading up to the bankruptcy, the Company experienced a reduction in performance by Ameriserve, causing
disruption in the Company's operations and an increase in delivery and food costs as the Company searched for
alternative sources of supply. The level of service provided by Ameriserve continued to decline subsequent to the
bankruptcy. When Ameriserve declared bankruptcy, the Company had open accounts payable due Ameriserve, but
also had the right of offset for costs incurred because Ameriserve dissolved its causal dining business. As of
December 25, 2000, the Company was in negotiation to resolve the dispute with Ameriserve. A final settlement was
reached which reduced the liability due by approximately $1,591,000. This amount was recorded in the fourth
quarter of 2000.

Valuation Reserves

Valuation reserves for the years ended December 30, 2002, December 31, 2001, and December 25, 2000,
consist of the following:

Balance at Balance at
Beginning Expense Payments End of
of Pericd Recorded Made Period
Reserve for legal settlement
losses:
Year ended December 30, 2002 $34,000 $ (30,000) $ (4,000) $ —
Year ended December 31, 2001 149,000 . — (115,000) 34,000
Year ended December 25, 2000 1,153,000 90,000 (1,094,000) 149,000
Insurance and claims reserves:
Year ended December 30, 2002 $2,616,300 $ 9,629,935 $(10,830,935) 1,415,300
Year ended December 31, 2001 1,668,700 5,258,539 (4,310,939) 2,616,300
Year ended December 25, 2000 1,593,800 3,764,600 (3,689,700) 1,668,700

In 2001, the Company paid the balance of the legal fees reserved for in 2000 amounting to $111,000. The
remaining balance of $34,000 represents a reserve for the settlement of the remaining outstanding gift certificates
from stores acquired in California during 1998.
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3. INCOME TAXES
Income tax expense (benefit) consists of the following (in thousands):

Current Deferred Total

Year ended December 30, 2002:

U.S. Federal.....coooveevveiieeiieeececine et eeve s $ (34D $1,536 $1,195

State and 1ocal........c.ccccoevierciiienieineee e - 114 114
$ (341 $1.,650 $1,309

Year ended December 31, 2001:

U.S. Federal........oooooivieriiineeieenseierere s eenns $ 228 $ (913)  $(68%5)

State and 10Cal...........ooceiiviriieeeeiieee e 175 (135) 40
$ 403 $(1,048) $(645)

Year ended December 25, 2000:

U.S. Federal ....cooveveeeieeeeeicessseive et $ - $ - $ -

State and local.....cccoooveeereeiec e — 250 250
$ - $ 250 £.250

Deferred income taxes arise due to differences in the treatment of income and expense items for financial
reporting and income tax purposes. In the current year, the Company generated a net operating loss. The effect of
temporary differences and carryforwards that gave rise to deferred tax balances at December 30, 2002 and
December 31, 2001, were as follows (in thousands):

Net Deferred Tax Assets/(Liabilities) December 39, 2002 December 31, 2001
(In Thousands)
Temporary differences:
Basis differences in investments ........c.cc.ccovevivinnn § 366 § 652
Basis differences in depreciable and amortizable
BSSELS...veeveinerrecierierierearseesressrereenentea st ereteerrenns (4,942) (3,944)
Provision for estimated eXpenses............cccoeeeruenenn. 3,403 2,301
Revenue recognition ...........c.ccecveveverneereeenenrnecnseenns 50 63
Interest rate SWap ......ccovvvvevveevreveeenee e ereennesrerraes 921 --
Tax carryforwards: '
General business and AMT credits .........cccovevnennee. 5,791 5,958
Net operating loss and capital loss carryforwards... 3,621 2,320
Valuation T€SEIVe.......ccevvveeeiesierreeerieenrereeereeeseeseeseeas (9.210) (5.700)
TOtAl .ot $ -- $ 1,650

The net change in the total valuation allowance for the year ended December 30, 2002 is the result of providing
a full valuation allowance against all deferred tax assets because of the significant loss in 2002. At December 30
2002, the Company had approximately $7,463,000 federal net operating and tax credit carryforwards to be used to
offset future income for federal income tax purposes. These carryforwards expire in the years 2003 to 2020.

Management believes that its ability to utilize its net operating loss carryforwards and certain of its general
business and AMT credits to offset future taxable income within the carryforward periods under existing tax laws
and regulations is subject to future profitability. However, because the Company has suffered significant net losses
in the last two years it has concluded that a 100% valuation allowance against its net deferred tax assets is
warranted. Reconciliations of the federal income tax rate to the Company's effective tax rate were as follows:
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December 30, December 31, December 25,

2002 2001 2900
Statutory federal rate .........ccocoervvevieevcvrneiencnn, (34.0)% (34.0)% 34.0%
State taxes, net of federal benefit...........cceenenee. 1.3 51.4 6.0
Nondeductible eXpenses ...........coceververeenreveiinnen 0.23 44 04
Benefit of FICA credit........cococcvvvenecrnvencnenens - -- (17.5)
Expiration of Capital loss 13.3
Change in valuation allowance.........c.cceccenencne. 37.17 (107.1) (16.5)

18.0% __(853)% _64%

At December 30, 2002 and December 31, 2001, $1,216,000, and $1,072,000, respectively, of estimated income
tax payments are included in prepaid expenses. As a result of our significant loss in 2002, we have submitted an
application of quick refund to the Internal Revenue Service for approximately $850,000.

4. LINE OF CREDIT

During the quarter ended September 21, 2001, we renewed our $5 million operating line at 1.125% over prime.
The line of credit matured on July 15, 2002 and was renewed with similar terms in October 2002. No amounts
were outstanding under this line in 2001 or 2002. The renewal agreement contained financial covenants which limit
the amount of total debt we can borrow. At December 30, 2002, we violated one of the financial covenants and were
unable to borrow on the line. As a result of the financial restrictions placed by the financial covenants of this
agreement, we cancelled this agreement in March 2003.

5. LONG-TERM DEBT

Long-term debt consists of the following (in thousands):

Interest Rates Annual
Maturity as of December Principal December December
Dates 30, 2062 Payments 30, 2002 31, 2001

CNL Term Loan 11, 2012 9.457% and the $1,004 $ 16,535 $ 17,539
secured by assets of 16 one month
T. G. I Friday’s LIBOR rate plus
Restaurants .............ccoueveinne 320 basts points
Bank of America.......c.c....... 2013 3.75% 252 15,738 6,525
Merrill Lynch......coceeenenen. 2007-15 3.96% 440 5,485 5,925
FFCA o 2002-16 10.5% 174 32 985
GE Capital .....ccoevevrnnncee. 2002-14 4.81% 288 2,774 3,442
FMAC....coirreenen 2010-15 7.64%-11.0% 891 14,936 15,828

Total oo $3.049 55,500 50,244
Less current portion............ (3.502) (3.012)

Total ..coveeeiiieirinenne. $ 51,998 $47232

As of September 30, 2002, we had fully utilized our $15,000,000 development facility with Bank of America to
finance construction or refinance T.G.1. Friday’s restaurants.

In October 2002, we secured a $15 million financing commitment through GE Franchise Finance. The terms
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include $6 million for financing of equipment and leasehold improvements for the seven Bamboo Clubs already
open and approximately $9 million for new Bamboo Club development. At December 30, 2002 there were no bor-
rowings outstanding under this commitment.

In July 2002, we amended our Bank of America development facility to provide for an additional $1,000,000 in
financing. During 2002, we borrowed an additional $9,465,000 to fund construction on two locations (T.G.1. Fri-
day’s San Tan, Chandler, Arizona and Porter Ranch, California) and to refinance two existing locations (T.G. I. Fri-
day’s Cerritos, California and Oxnard, California) for which we paid off higher rate debt. By September 30, 2002,
we had fully utilized our development facility with Bank of America.

All of our loan agreements contain various financial covenants that are generally measured at the end of each
quarter. At December 30, 2002, we met all of the financial covenants for all debt agreements.

All long-term debt is secured by certain assets of various restaurant locations.

Maturities of long-term debt, giving effect to the borrowings discussed above, were as follows at December 30,
2002 (in thousands):

2003 ..o $ 3,502
2004 oo 3,792
2005 oo 4,168
2006 oot 4,412
2007 oot 4,738
Thereafter.....ccovvviiiviiveeeieicees e 34.888

TOtAl oveeeeiie et $ 55,500

6. STOCKHOLDERS' EQUITY

In October 2000, the Company completed a rights offering by selling 4,011,740 shares of its common stock to
its existing stockholders. The net proceeds were $9,425,000.

Stock Options

On April 30, 2002, the Company’s Board of Directors adopted, and on June 24, 2002, its stockholders ap-
proved, the 2002 Incentive Stock Option Plan (the “2002 Plan”). The 2002 Plan provides for the issuance of options
to acquire up to 1,000,000 shares of the Company’s Common Stock. The options are intended to qualify as incen-
tive stock options within the meaning of Section 422A of the Internal Revenue Code or as options which are not
intended to meet the requirements of such section (“non-qualified stock options™). Awards granted under the 2002
Plan also may include stock appreciation rights and restricted stock awards.

The exercise price of all incentive stock options granted under the 2002 Plan must be at least equal to the fair
market value of such shares as of the date of grant or, in the case of incentive stock options granted to the holder of
10% or more of the Company’s Common Stock, at least 110% of the fair market value of such shares on the date of
grant. The plan administrator (currently the Board of Directors) shall set the term of each stock option, but no
incentive stock option shall be exercisable more than 10 years after the date such option is granted. The Company
also has granted options under the 1990, 1995, and 1999 Incentive Stock option Plans, all of which contain similar
terms to the 2002 Incentive Stock Option Plan.

On July 22, 2002, the Company’s Board of Directors approved the issuance of an additional 262,000 options to

acquire the Company’s Common Stock. The record date of the awards was set to the close of business on July 23,
2002. The market price of the Company’s Common Stock on July 23, 2002 was $4.16.
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The Company is also authorized to issue or has outstanding options under all of its unexpired stock option
plans. In addition, the Company's Board of Directors approved the issuance of 50,000 non-statutory stock options to
one of the Company's officers during 2000 and 150,000 non-statutory stock options to one of the Company's officers
in 2001.

A summary of the status of the Company's stock option plans at December 30, 2002, December 31, 2001, and
December 25, 2000 and changes during the years then ended is presented in the table and narrative below:

2002 2001 2000
Wtd. Avg. Wid. Avg. Wid. Avg.
Shares Price Shares Price Shares Price

Options outstanding at beginning

of period 3,234,497 $3.14 2,733,000 $3.05 2,439,000 $3.22
Granted .........overevecmeneeeennnae e 444250 2.87 644,000 3.79 473,000 3.38
Exercised ......ooocecerneerereinnnae . {117,664) 3.26 (6,999) 3.02 - -
Cancelled.......ccoeovvrrnrcccnnene v (73,663) 3.43 (135.504) 3.47 (179,000) 2.88
Options outstanding at end

of period.....c..cccovcrereinnccnriinene 3,487,420 3.30 3,234,497 3.14 2,733,000 3.05
Exercisable at end of period............. 2,624,780 3.03 2,112,332 2.96 1,859,333 291
Weighted average fair value of

options granted..........oecovernrenenn, $3.04 $2.56 $1.52

Common Stock Warrants

As of December 30, 2002 and December 31, 2001, the Company had 231,277 outstanding warrants to acquire
its common stock with its lenders in connection with the issuances of previously paid off debt. The warrants are
exercisable at $9.08 per share and expire in March 2004.

7. COMMITMENTS AND CONTINGENCIES
Development Agreements

The Company is obligated under separate development agreements with Carlson Restaurants Worldwide to
open 5 new T.G.I. Friday's restaurants through 2003. The development agreements give Carlson Restaurants
Worldwide certain remedies in the event the Company fails to timely comply with the development agreements,
including the right, under certain circumstances, to reduce the number of restaurants the Company may develop in
related franchised territory or to terminate the Company's exclusive rights to develop restaurants in the related
franchised territory. The Company's development territories include Arizona, Nevada, New Mexico, California, and
the Kansas City and El Paso metropolitan areas. The Company currently has one T.G.I. Friday’s restaurant under
construction and does not anticipate building any additional T.G.I. Friday’s during 2003. With regard to the
development agreements, the Company, based on past history, expects to receive the appropriate waivers from
Carlson Restaurants Worldwide.

Franchise, License, and Marketing Agreements

In accordance with the terms of the T.G.I. Friday's restaurant franchise agreements, the Company is required to
pay franchise fees of $50,000 for each restaurant opened. The Company also is required to pay a royalty of up to
4% of gross sales. Rovyalty expense was approximately $7,476,000, $7,444,000, and $6,656,000, under these
agreements during 2002, 2001, and 2000, respectively. In addition, the Company could be required to spend up to
4% of gross sales on marketing. Marketing expense for T.G.I. Friday’s locations under these agreements were
approximately $5,250,000, $4,772,000, and $4,163,000, during 2002, 2001, and 2000, respectively.
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Operating Leases

The Company leases land and restaurant facilities under operating leases having terms expiring at various dates

through January 2020. The restaurant leases have from two to three renewal clauses of five years each at the option
of the Company, and have provisions for contingent rentals based upon a percentage of gross sales. The Company's
minimum future lease payments as of December 30, 2002, were as follows (in thousands):

Rent expense during 2002, 2001, and 2000 was approximately $11,950,000, $10,836,000, and $8,662,000,
respectively. In addition, the Company paid contingent rentals of $1,061,000, $1,060,000, and $957,000 during
2002, 2001, and 2000, respectively. The difference between rent expense and rent paid is included in other
liabilities and deferred credits in the accompanying consolidated balance sheets.

Sale-Leaseback Transactions

Historically, the Company has entered into sale-leaseback transactions in order to provide further funds for
development activities. There were no sale-leaseback transactions in 2002. During the first quarter of fiscal 2001,
the Company completed three sale-leaseback transactions with regard to the buildings, fixtures, and improvements
at two restaurant sites whereby the Company leased back the restaurant sites under operating leases over a twenty-
year period under terms similar to those in the preceding paragraph. The Company received proceeds of
approximately $4,993,000. The transactions resulted in a deferred loss of approximately $41,000, which will be
accreted to income as a reduction of rent over the twenty-year lease terms. Pursuant to the lease agreements, annual
base rent was approximately $833,000 as of December 30, 2002, with 10% increases in base rent occurring in 2005,
2010, and 2015. In addition, the Company may be required to pay percentage rent if revenue levels reach certain
break points. In 2002 and 2001, no percentage rent was required for these locations.

During fiscal 2000, the Company completed five sale-leaseback transactions at an aggregate selling price of
$14,494,000. The transactions resulted in a deferred gain of approximately $1,009,000, which will be accreted to
income as a reduction of rent expense over the twenty-year lease terms. Pursuant to the lease agreements, annual
base rent equals approximately $1,449,000 as of December 30, 2002, with 10% increases in base rent occurring in
2005, 2010, and 2015. In addition, the Company may be required to pay percentage rent if revenue levels reach
certain break points. In 2002, 2001 and 2000, no percentage rent was required for these locations.

Contingencies

In the normal course of business, the Company is named as a defendant in various claims and litigation matters.
From time to time, we are subject to routine contract, negligence, employment related, and other litigation in the
ordinary course of business. In January 2002, we were served with a lawsuit filed on behalf of a current employee,
seeking damages, under California law, for both missed breaks and missed meal breaks the employee alleges she did
not receive. This lawsuit seeks to establish a class action relating to our California operations. We intend to
vigorously defend this lawsuit, both on the merits of the employee’s case and the issues relating to class action
status. Other than the preceding, we are not subject to any pending litigation that we believe will have a material
adverse effect on our business or financial condition, results of operations or liquidity.
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The Company is also subject, from time to time, to audit by various taxing authorities reviewing the Company's
income, property, sales, use, and payroll taxes. Management believes that any finding from such audits will not
have a material impact on its financial position, results of operations, or liquidity.

8. BENEFIT PLANS

The Company maintains a 401(k) Savings Plan for all of its employees. The Company currently matches 50%
of the participants' contributions for the first 4% of the participants' compensation. Contributions by the Company
were approximately $257,000, § 248,000, and $174,000 during 2002, 2001, and 2000, respectively.

9. RELATED PARTY TRANSACTIONS

In December 1993, the Company entered into a five-year lease agreement for corporate office space with an
entity controlled by Steven Sherman, who served as a director of the Company until February 2000. During 1998
the lease was amended to extend the original term through January 31, 2004. Approximately $315,000, $253,000,
and $224,000, were paid in rent for this leased space during 2002, 2001, and 2000, respectively. In addition, a new
lease was entered into with the same entity in 2002 wherein the Company leased additional office space with a 10-
year term commencing on April 1, 2002.

The Company is under contract to manage four restaurants with an unrelated party. The Company is obligated
to provide restaurant management to the operations. The Company receives a management fee for these services if
certain cash flow provisions are met. The fees totaled $432,000 and $611,000 in each of fiscal years 2001 and 2000,
respectively. Management fee income has not been earned or recorded by the Company since the end of the first
quarter of 2001 as a result of not meeting the cash flow provisions pursuant to the management agreement. At
December 31, 2001, the Company recorded an impairment charge against the management agreement of
$1,615,000. The Company had receivables of approximately $471,000 and $1,167,000 as of December 30, 2002
and December 31, 2001, respectively, related to the funding of operations.

10. SUBSEQUENT EVENT

In January 2003, we entered into a 10-year lease renewal and modification agreement for our corporate offices.
This agreement increased the size of the existing space, allowing us to combine our three office locations into one
contiguous space. This will result in a reduction in total space leased and a reduction in annual rent expense. We
believe that the leased space is adequate for our current and reasonably anticipated future needs.
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Subsidiary

Bamboo Club, Inc.
Bamboo Club of Texas, Inc.
Cornerstone Productions, Inc.

Main St. / Cornerstone Texas, Inc.

Main St. Midwest, Inc.
Main St. California, Inc.
Main St. El Paso, Inc.
Redfish America, LLC
Redfish Cleveland, Inc.

EXHIBIT 21

LIST OF SUBSIDIARIES

Jurisdiction .

Arizona
Texas
Delaware
Texas
Kansas
Arizona
Arizona
Arizona
Ohio



EXHIBIT 23.1

INDEPENDENT AUDITOR’S CONSENT

The Board of Directors
Main Street and Main Incorporated:

‘We consent to incorporation by reference in the registration statements filed on Form S-3 (File
Nos. 333-71230, 333-28659, 333-78161, 333-42122 and 333-55108) and Form S-8 (File Nos. 333-43612, 333-
78155, 333-89931, and 333-55100) of Main Street and Main Incorporated of our report dated March 4, 2003, relat-
ing to the consolidated balance sheets of Main Street and Main Incorporated and subsidiaries as of December 30,
2002 and December 31, 2001, and the related consolidated statements of operations, changes in stockholders” equity
and comprehensive income (loss) and cash flows for the years then ended, which report appears in the December 30,
2002 annual report on Form 10-K of Main Street and Main Incorporated.

As discussed in Note 2 to the consolidated financial statements, the Company adopted the provi-
sions of SFAS No. 142, “Goodwill and Other Intangible Assets”, which changed the Company’s method of account-
ing for goodwill and other intangible assets effective January 1, 2002.

/s/ KPMG LLP

Phoenix, Arizona
March 31, 2003




EXHIBIT 99.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Main Street and Main Incorporated (the "Com-
pany") for the year ended December 30, 2002, as filed with the Securities and Exchange Commission on March 31,
2003 (the "Report"), I, Michael Gamreiter, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(3) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934 (15 U.S.C. 78m(a) or 780(d)); and

(4) The information contained in the Report fairly presents, in all material respects, the financial condition and re-
sults of operations of the Company.

MAIN STREET AND MAIN INCORPORATED

/s/ Michael Garnreiter
Michael Garnreiter
Chief Financial Officer

Date: March 31, 2003

A signed original of this written statement required by Section 906 has been provided to Main Street and Main In-
corporated and will be retained by Main Street and Main Incorporated and furnished to the Securities and Exchange
Commission and its staff upon request.
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